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In accordance with General Instructions B, item (iii), and C(2), attached herewith is
the Annual Report to Shareholders covering the registrant’s fiscal year ended November 30,
2003 in respect of the registrant and its subsidiaries on a consolidated basis.

The above Report was mailed on July 20, 2004 by Citibank N.A. to registered
holders of American Depositary Shares (ADSs) (each of which represents one Common
Share of the registrant) of record as of July 9, 2004.

The Report has also been posted on the Company’s website.

Certain statements contained in the above materials furnished pursuant to this
Form 6-K may include “forward-looking statements” within the meaning of Section 27A
of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
These statements may be identified by the use of words like “anticipate,” “believe,”
“estimate,” “expect,” “intend,” “may,” “plan,” “project,” “will,” “should,” “seek,” and
similar expressions. The forward-looking statements reflect the Company’s current
views and assumptions and are subject to risks and uncertainties. The following factors,
and others which are discussed in the Company’s public filings and submissions with the
U.S. Securities and Exchange Commission, are among those that may cause actual and
future results and trends to differ materially from the Company’s forward-looking
statements: the terms, conditions and amount of the Company’s indebtedness; the
Company’s ability to comply with its financing agreements; Stolt Offshore S.A.’s ability
to deliver fixed price contracts in accordance with customer expectations and recover
costs on significant projects; the success of Stolt Offshore S.A.’s financial and
operational restructuring efforts; the general economic conditions and competition in the
markets and businesses in which the Company operates; the outcome of legal
proceedings and the Company’s status in the U.S. Department of Justice amnesty
program; the impact of negative publicity; environmental challenges and natural
conditions facing the Company’s aquaculture business; the impact of laws and
regulations; uncertainties inherent in operating internationally; the Company’s
relationship with significant customers; and operating hazards, including marine
disasters, spills or environmental damage. Many of these factors are beyond the
Company’s ability to control or predict. Given these factors, you should not place undue
reliance on the forward-looking statements, which only speak as of the date of this Form
6-K. The Company does not undertake any obligation to release publicly any revisions
of the forward-looking statements to reflect events or circumstances as of the date of this
Form 6-K or to reflect the occurrence of unanticipated events, except as may be required
under applicable securities laws and regulations.
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| BUSINESS OVERVIEW

Stolt-Nielsen Transportation Group

Provides — Transportation services for bulk liquids by interconti-
nental parcel tankers, coastal tankers, river parcel tankers, tank
containers, and rail; storage and handling services for bulk liquids;
integrated transportation solutions for its customers on a
worldwide basis.

Key Statistics — 4,500 Employees, 21 Offices, 125 Parcel Tankers
with 2.1 Million Deadweight Tons of Capacity, 15,999 Tank
Containers, 5 Terminals with 7.6 Million Barrels of Storage,

388 Rail Cars

Customer Base — Chemical manufacturers, traders of chemicals,
edible oil manufacturers, traders of edible oils, petroleum refiners
and traders, and oleo chemical manufacturers.

Stolt Sea Farm
Produces and Markets — Atlantic Salmon, Salmon Trout, Turbot,
Halibut, Sturgeon, Caviar, Tuna, and Tilapia.

Key Statistics — 2,500 Employees, 22 Offices, Harvest Volumes:
61,300 Tons of Atlantic Salmon, Salmon Trout and Coho, 120 Tons
of Halibut, 2,500 Tons of Turbot, 1,130 Tons of Tuna, 190 Tons

of Sturgeon, Sales Volumes: 3,500 Kilos of Caviar

Customer Base — Processors, smokers, distributors, retailers,
and food services.

Stolt Offshore

Provides — Services in three main market sectors:

Subsea Umbilicals, Risers & Flowlines — key elements of
deepwater offshore oil and gas fields.

Conventional — the manufacture and installation of offshore
platforms in West Africa and associated pipelines.

IMR — Inspection, maintenance and repair of offshore platforms
and pipelines throughout the working life of an offshore oil field.

Key Statistics — 6,800 Employees, 27 Offices, 38 Ships;

8 construction, 4 flowline lay, 7 survey / IRM, 8 Anchored
Construction & Maintenance, 7 Heavy Lift & Barges, 4 Tugs
& Other

Customer Base — Oil companies and natural gas companies.

SeaSupplier
Provides — Software and professional services for the
procurement process in the marine industry.

Key Statistics — 20 Employees, 5 Offices

Customer Base — Marine industry.
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financial highlight:s

(in U.S. $ millions, except per share data)

For the years ended November 30, 2003 2002 2001 o
Operating revenue $3,026.4 $2,908.1 - $2,741.6
(Loss) income from operations $ (369.8) $  (49.1) $ 162.9
(Loss) net income $ (316.0) $ (102.8)°  § 237
Cash flows from operations $ 815 $ 1366 $ 1231
(Loss) earnings per share v
Basic s (5.73) $ (1.87) $ 043
Diluted S ) '$ (5.75)  § (1.87) $ 043

Weighted average number of Common
shares and equivalents outstanding

Basic ) 54.9 54.9 54.9
Diluted : : 54.9 54.9 55.3
Cash dividends paid per share S $ 025 _§ 025 $§ 025
(in U.S. $ millions, except per share data)
As of November 30, 2003 2002 2001
Long-term debt and capital lease obligations
(including current portion) . $1,220.2 $1,320.1 $1,408.8
Shareholders’ equity $ 694.2 $ 9898 $1,100.6
Book value per share $ 12.63 $ 18.01 $ 20.04
Total number of Common shares outstanding 54.9 54.9 54.9
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2003 REVENUE By BUSINESS
(U.S. 8 millions)

OPERATING REVENUE
(U.S. $ millions)

$207.4

STorT OTHER 6.1

$143.5,

$123.1
$136.6
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STOLT-NIELSEN S.A.

NIELS G. STOLT-NIELSEN
Chief Executive Officer

JacoB STOLT-NIELSEN
Chairman
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MESSAGE FROM THE CHAIRMAN AND CEO:

2003 was an immensely difficult year for Stolt-Nielsen S.A. (SNSA). While we still have many challenges ahead of us, we believe there is

cause for optimism as 2004 unfolds.

SNSA reported a full-year net loss of $316.0 million in 2003. At Stolt Offshore S.A. (SOSA), the challenges and costs of turning this
business around far exceeded the expectations of everyone. For the full year, SOSA reported a net loss of $418.1 million in asset write-
downs and operating losses, before SNSA minority interests. Stolt Sea Farm (SSF) also suffered a disappointing year with significant
losses, as oversupply continued to hold down salmon prices. Stolt-Nielsen Transportation Group (SNTG) was the only highlight of 2003, ,

reporting solid operating results for the year. SNTG is the foundation on which this Company was built and it remains strong.

At the beginning of 2003, we knew there would be a difficult task ahead turning SOSA around. It was not until the third quarter,
however, when Tom Ehret, the new SOSA Chief Executive Officer, had delivered his Blueprint for financial recovery, that the magnitude
of the task and extent of the losses became clear. These losses put both SOSA and SNSA in breach of the financial covenants in their
major credit agreements. Both SNSA and SOSA spent considerable time for the rest of the year and into early 2004 negotiating with
their lending groups to obtain the waivers (a total of four for SNSA alone!) necessary to provide time to address their problems, while

at the same time raising enough cash to run the businesses and pay maturing loans.

Among the actions taken by SNSA to improve liquidity were the sale and leaseback of three small ships with Dr. Peters GmbH & Co. for |

{
gross proceeds of $50.0 million, the sale of 30 percent of Stolt Sea Farm’s bluefin tuna quota for gross proceeds of $25.8 million, the sale
of our Vopak and Univar shares for $16.5 million and the sale in early 2004 of our minority interest in Dovechem Stolthaven Ltd. for

$24.4 million.

In January 2004, SNSA raised $104 million of equity in a private placement with institutional investors. The sale represented both a i
welcome vote of investor confidence and an important step toward our goal of improving SNSA’s balance sheet and restoring the j
Company’s financial strength. In March 2004, SNSA replaced a maturing credit facility with a new $130 million credit revolver led by ;
Deutsche Bank. i

G ot aS
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WE EXPECT THE IMPROVEMENT IN BUSINESS CONDITIONS FOR OUR
TRANSPORTATION BUSINESS TO ACCELERATE. SALMON PRICING HAS
BEGUN TO IMPROVE. WE BELIEVE THE NEW MANAGEMENT TEAM AT

SOSA 1S ON THE RIGHT TRACK — ALTHOUGH CHALLENGES REMAIN.

SNTG is the foundation on
which this Company was built

and it remains strong.

In mid-February 2004, SOSA raised $100.1 million in a private placement with European
investors. As a condition for the new equity injection, SOSA obtained a new bonding facili-
ty of $100 million from its bank syndicate and reworked the financial covenants of

its bank debt. In addition, SNSA agreed to convert its 34 million Class B Shares in SOSA,
into 17 million new SOSA Common Shares and also agreed to convert $50 million of
subordinated debt into 22.7 million SOSA Common Shares. In late May 2004 SOSA

completed a second equity offering raising gross proceeds of $65.8 million.

For SOSA these actions resulted in a $215.9 million strengthening of equity in its balance
sheet, before transaction costs, and should provide enough cash and performance bonds in

2004 for SOSA to compete as an independent competitive subsea contractor.

At the end of February 2004, SNSA sold two million shares in SOSA at the market price.
Our economic interest in SOSA, as a result of these transactions, was reduced from about
63.5 percent to 41.7 percent. Our voting control in SOSA was reduced from 69.2 percent to

41.7 percent.

7- @\%/OLQ p ag e 3




_European Commission. In March 2004, we announced that the Antitrust Division of the U.S. Department of Justice had voided its

STOLT-NIELSEN S.A.

OUR OUTLOOK IS FURTHER ENHANCED BY THE IMPROVING
FORTUNES OF OUR CUSTOMERS. THE CHEMICAL INDUSTRY, AFTER A
PERIOD OF PROTRACTED WEAKNESS, IS CLEARLY REBOUNDING, AS

EVIDENCED BY THE STRONG TREND IN RECENT EARNINGS REPORTS.

For SNSA, the SOSA equity transactions and SNSA’s sale of SOSA shares resulted in a deconsolidation of SOSA which, together with the
SNSA equity raised, put the Company back in compliance with our original financial covenants. SNSA now has sufficient cash to meet

its obligations for the foreseeable future.

We are proud to say that despite the difficulties SNSA and SOSA faced, to date no lender who stood by us has lost a single penny!

The year also was marked by the ongoing investigations of the U.S. Department of Justice and the Competition Directorate of the

Conditional Leniency Agreement with the Company and revoked Stolt-Nielsen’s conditional acceptance into the Division’s Corporate
Leniency Prbgram. We fundamentally disagree with the Department of

3
H
i
i
1
1
i

. L . Justice’s decision, and the Company’s legal counsel will vi rorously challenge
The world’s shipping industry is in the midst panys e § y 8
. it. In addition, several smaller customers, SNTG’s largest single customer and
of a spectacular boom. ,
indirect purchasers have filed suit against the Company alleging damages
from collusive conduct. The new management team at SNTG is fully focused
on continuing to provide its customers with outstanding levels of quality service at competitive rates. We would also like to assure you
that the Company’s Code of Business Conduct is strictly enforced and that its regulatory compliance policies are designed to ensure that :

the Company and its employees operate in full compliance with the laws of the countries in which the Company does business.

After the nearly overwhelming number of challenges we faced in 2003, we are encouraged by the outlook for 2004. Global economic
conditions appear to be strengthening — a tide that wﬂl lift all boats. We expect the improvement in business conditions for our trans-
portation business to accelerate. Salmon pricing has begun to improve. We believe the new management team at SOSA is on the right

track — although challenges remain.

* Stolt-Nielsen Transportation Group — The world’s shipping industry is in the midst of a spectacular boom. Container ships, oil tankers

and bulk carriers are generating strong profits. Fueling the boom are three major factors: strengthening global economic conditions,
China’s all-but-insatiable appetite for raw materials, and the fact that many sectors of the shipping industry have been substantially

under-invested over the past 20 years. In short, markets are strong and there are not enough ships to go around.

%@\%_,O)/S‘ p a g e 4
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SNTG’s long-term strategic focus on
the development of integrated logistic
solutions had a distinctly positive
impact on our 2003 performance, by
providing customers with integrated
tanker/terminal solutions that resulted
in mutually beneficial efficiencies.

We also feel the strength of this boom in our own market niche of specialty chemicals. We
now benefit from the substantial newbuilding program we undertook in the late 1990s.
Given the strong market forecast, we are pleased to have eight new time chartered ships that
will be delivered to us between 2004 and 2006, with four due in 2004. The order book for
parcel tankers is currently at about 14 percent of the existing fleet, compared with nearly 20

percent in the late 1990s.

Our outlook is further enhanced by the improving fortunes of our customers. The chemical
industry, after a period of protracted weakness, is clearly rebounding, as evidenced by the

strong trend in recent earnings reports.

Taken together, these indicators point toward a period of growing strength in the parcel

tanker market over the next few years.

For 2003, Stolt-Nielsen Transportation Group posted solid results. While reported income
from operations of $83.8 million in 2003 was down from $120.8 million in 2002, the 2003

results included $15.5 million of legal costs and losses of $5.4 million from the sale of
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‘operations are both profitable and key to our integrated logistic solutions strategy. Though our existing terminals are almost fully

STOLT-NIELSEN S.A.

WE ARE OPTIMISTIC WITH REGARD TO THE OUTLOOK FOR OUR
- . TRANSPORTATION BUSINESS, BOTH FOR

THE IMMEDIATE FUTURE AND THE NEXT SEVERAL YEARS.

shares in Vopak and Univar. We also took provisions for the impairment of our investments in our U.S. flag joint venture of $7.5 million

and our investment in Dovechem of $10.4 million. We exited both of these joint ventures in early 2004.

We endeavor to provide the high level of innovative service and .quality that has long been the hallmark of our Company. In doing 50, -

we not only maintained our key relationships, but also in many instances significantly increased our business with core customers.
SNTG’s long-term strategic focus on the development of integrated logistic solutions had a distinctly positive impact on our 2003

performance, by providing customers with integrated tanker/terminal solutions that resulted in mutually beneficial efficiencies.

Stolthaven Terminals continued to operate at close to capacity in 2003, achieving 97 percent utilization for the full year. Our terminal

utilized, room remains for expansion. Pursuing such opportunities will be among our priorities. -

Stolt Tank Containers had another good year in 2003, despite contin- |

The implementation of sophisticated information ued pressure on prices and margins. Performance was driven prima-
technology has enabled our tank container operation to rily by an increase in shipments and improved utilization. The
achieve remarkable levels of efficiency. For the full year, implementation of sophisticated information technology has enabled |

Stolt Tank Containers averaged 79 percent utilization, just our tank container operation to achieve high levels of efficiency. For

slightly below our theoretical maximum of 80 percent. . e fal year, Stolt Tank Containers averaged 79 percent utilization,

slightly below our theoretical maximum of 80 percent. - s

James B. Hurlock was appointed Interim Chief Executive Officer of SNTG in July 2003. Jim is no stranger to the Company, being already
a Director of Stolt Offshore S.A. He provided invaluable leadership and expertise, in dealing with the investigations by the U.S.
Department of Justice and European authorities, and related lawsuits. His focus on these issues contributed substantially to manage-
ment’s ability to remain fully engaged in the continuing success of SNTG. In June 2004 we named Otto Fritzner permanent Chief

Executive Officer of SNTG.

| © 6\%%5
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2003 MARKED THE 30TH ANNIVERSARY

OF THE FOUNDING OF STOLT SEA FARM.

STOLT SEA FARM

Positive forecasts of expert observers
notwithstanding, 2003 proved to

be yet another very disappointing
year for both Stolt Sea Farm and the
industry as a whole. While salmon
prices did firm in North America,

the recovery in Europe failed to

materialize.

The day-to-day routine of life at sea is sometimes abruptly transformed by urgent matters
of life and death. At such times, the character of a ships crew is quickly measured. In 2003,
SNTG vessels answered calls from ships in distress on three occasions. As a result of the
actions of Stolt Capability in the rescue of 13 crew members from the Vietnam-registered
Hoang Dat 35, the United States Coast Guard and Lloyd’s List selected the ship’s officers and
crew to receive the 12th Annual Lloyd’s List International Rescue at Sea Award for 2003.
Stolthaven Houston was also pleased to be recognized by the Texas Commission on
Environmental Quality for being the best-performing public storage terminal on the

Houston Shipping Channel, ahead of 200 other regulated sites.

Stolt Sea Farm — Positive forecasts of expert observers notwithstanding, 2003 proved to
be yet another very disappointing year for both Stolt Sea Farm and the industry as a
whole. While salmon prices did firm in North America, the recovery in Europe failed

to materialize.
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STOLT-NIELSEN S.A.

LOOKING AHEAD, WE.ARE ONCE AGAIN HEARING FORECASTS
OF A PRICE RECOVERY. GIVEN THE CURRENT FLAT-TO-SLIGHTLY
LOWER SALMON BIOMASS, WE BELIEVE THIS TIME THOSE FORECASTS

COULD HAVE SOME CREDENCE.

SSF reported a loss from operations of $63.7 million in 2003, compared with the loss from operations of $27.8 million reported in 2002.
The large loss in 2003 was largely due to three factors. First, we had what appears to be unauthorized trading activities by an eniployee
in SSF’s Tokyo offices and low prices for traded products in Japan. Second, SSF saw a combination of lower volumes and higher costs in

the Americas region, which was only partially offset by higher prices. Third, SSF suffered from continued low prices in Europe. SSF also

took provisions in 2003 to reflect the impairment of certain tangible and intangible assets.

SSF is addressing the situation in Asia Pacific by putting in place a new management team and improving controls. SSF also reorganized
its sales and marketing function in the Americas. Finally, in the fourth quarter of 2003 salmon pricing in Europe finally started to show

signs of improvement.

The sustained weakness in the salmon market has been enormously frustrating, particularly given our attempts to diversify our exposure |

away from the-.commodity-like nature of salmon farming. While much of the competition was snapping up salmon concessions at
inflated prices, we exercised restraint. We diversified into a number of other species. Our investments in turbot, in particular, as well as-

tuna have been successful. But none of these factors were enough to offset the very low salmon prices due to overproduction.

Looking ahead, we are once again hearing forecasts of a price recovery. Given the current flat-to-slightly lower salmon biomass, we

believe this time those forecasts could have some credence. Nevertheless, further industry consolidation is both necessary and likely.

It’s hard to believe, but 2003 marked the 30th anniversary of the founding of Stolt Sea Farm. SSF started in 1973 with building its first
salmon hatchery at Fjon, 30 kilometers north of Haugesund, Norway. Today, SSF produces and markets salmon, trout, turbot,

halibut, sturgeon, caviar, bluefin tuna and tilapia in 22 locations, and employs 2,500 people around the world.

There has been much in the press lately about environmental and quality issues in aquaculture. These issues have been the focus of
extensive media coverage and public debate. Indeed, the number of lobbyists and activists with positions on aquaculture is startling. As
an aquaculture business, there is nothing we can say or do to satisfy all of these interested parties. What we can do, however, is to adhere

rigorously to all regulations governing our industry and to follow our own conscience and set our own high standard. Farmed fish is an
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SOSA 1S NOT YET OUT OF THE WOODS, BUT AT
THIS WRITING THE FUTURE LOOKS FAR BETTER THAN IT

DID A FEW SHORT MONTHS AGO.

STOLT OFFSHORE

We now have a strong and
 talented new management
team that is working very
hard to restructure, reshape

and refocus Stolt Offshore.

excellent source of healthy protein, and it is our responsibility and commitment to meet
high standards of husbéndry and care for the environment. We also believe that the world's
wild fish catch is declining and the world’s demand for fish is increasing. The deficit must

be made up for by aquaculture.

Stolt Offshore ‘S.A. — 2003 was a brutal year for SOSA. While we believe that our

strategy for this business has been good, although, with the benefit of hindsight, we clearly
underestimated the extent of the changes that would be necessary, both to our management
and to our operating procedures, to make a successful transition from a niche subsea

contractor to a profitable EPIC contractor.

Nevertheless, it’s important to acknowledge that some good things came out of the 1999
acquisitions, too. SOSA now has a very strong position in the fast growing West Africa
market and our commitment is now beginning to pay off. In addition, we continue to be

successful in our stable and profitable pre-1999 business in the North Sea and Brazil.
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continuing support.

STOLT-NIELSEN S.A.

In 2003, OUR COMPANY FACED UNPRECEDENTED CHALLENGES.
GRANTED MUCH HARD WQRK REMAINS TO BE DONE,
BUT GIVEN THE CURRENT INDICATORS AND OUTLOOK,

BETTER DAYS SHOULD LIE AHEAD!

We now have a strong and talented new management team that is working very hard to restructure, reshape and refocus Stolt Offshore.

The managément team led an exhaustive tbp-to-bottom strategic analysis and review of SOSA and developed a Blueprint for

turn-around. As a result of this rigorous process, substantial changes were made throughout the business, including a complete internal

and geographic reorganization, new tendering procedures and contract terms, substantial cost-base reductions, and significant actions to

right-size the asset base. ‘ ‘ i

SOSA is not yet out of the woods, but at this writing the future looks far better than it did a few short months ago. Examples of i
significant recent contract awards are the $550 million Greater Plutonio contract in‘Angola where BP is the operator and the i
$280 million Ormen Lange project in the North Sea, where Norske Hydro is the operator. These awards demonstrate the confidence :

i

which both major international and national oil company participants in these projects have in SOSA. We are very grateful for their

SeaSupplier and Optimum Logistics — While continued weakness in information technology spendihg made for a slow start in 2003,
SeaSupplief‘Ltd. (SSL) made significant progress in the latter half of the year. Revenues rose in what remained a \}ery challenging sales
environment for sales of software and services. At the same time, actions by manégement to trim operating costs had a significant
positive impact on performance. SSL reduced its headcount by half during the year as software development was completed. The year

was also highlighted by a number of important contract wins.

SNSA announced in March 2003 the sale of Optimum Logistics.Ltd: (OLL) to Elemica, Inc., a consortium of more than 50 of the world’s |

largest chemical companies. As we reported a year ago, Elemica had already selected OLL as its exclusive bulk marine and preferred ;

container marine supply-chain partner. As our relationship with Elemica developed, it became clear that the interests of both SNSA and

‘Elemica would be best served by placing OLL’s software and its loyal customer base in the hands of Elemica.

Finance and Dividend — There are no major capital expenditure programs on the near-term horizon, which is fortunate, given our
éurrent emphasis on reducing the Company’s debt. SNTG has little need for significant near-term capital outlay, thanks to the major
newbuilding program completed in 2001 and the availability of cost-effective time charters and other leasing options. Capital investment
at SNTG will be somewhét limited in the near term. We do, however, continue to see promising expansion opportunities in our

Stolthaven Terminals and Tank Container businesses.
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At its November 2003 meeting, the Board of Directors voted not to pay a dividend for the

fiscal year ending November 30, 2003.

For 2003 the employee performance incentive plan of SNTG made a payment of $3.8
million. The SSF plan paid out $0.2 million and the SOSA plan paid out $1.4 million.

Outlook — We have learned from the events of the recent past and have taken important
steps to put the Company on the right foot going forward as well as prevent similar
problems from occurring again. SOSA is now a refinanced stand alone company
deconsolidated from SNSA and when the existing guarantees and liquidity line expire,

_ SNSA will no longer be committed to provide any financial support to SOSA going
forward. We are confident that SOSA’s new management team will create value for its

shareholders, and SNSA hopes to benefit from this recovery.

We firmly believe that consolidation is needed in the salmon industry and it is our inten-
tion to initiate and actively participate in that consolidation. It is our objective to reduce

the Company’s exposure to the fluctuating salmon market.

We are optimistic with regard to the outlook for our transportation business, both for the
immediate future and the next several years. Order books are close to full at all relevant
yards, but those orders are not for chemical tankers. If we were to put in an order today,
the earliest def{very'would be 2007! The demand for our services is high at present, but we
know from experience that it will change with fluctuations in the global economy. What

cannot change rapidly is the supply of new chemical tanker tonnage.

In 2003, our Company faced unprecedented challenges. We would like to thank all of our
dedicated employees who have shown their commitment throughout these difficult times,
Granted much hard work remains to be done, but given the current indicators and outlook,

better days should lie ahead!

/g\@é@@,\ | 4% =SV

Jacob Stolt-Nielsen Niels G. Stolt-Nielsen
Chairman Chief Executive Officer
Stolt-Nielsen S.A. ) Stolt-Nielsen S.A.

June 22, 2004
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STOLT-NIELSEN S.A.

_ BOARD OF DIRECTORS

Jacob Stolt-Nielsen — Mr. Jacob Stolt-Nielsen has served as Chairman of the Company since he founded it in 1959. He also serves as
Chairman of the Board of Directors of Stolt Offshore S.A. He held the position of Chief Executive Officer of Stolt-Nielsen S.A. from 1959
until 2000. He was trained as a shipbroker and worked in that capacity in London and New York prior to founding the Company. He holds a
degree from Handelsgymnasium, Haugesund, Norway. He is a Norwegian citizen.

Niels G. Stolt-Nielsen — Mr. Niels G. Stolt-Nielsen has served as a Director of the Company since 1996 and as Chief Executive Officer since
2000. He serves as a Director of Stolt Offshore $.A and served as Interim Chief Executive Officer, Stolt Offshore S.A. from September 2002
until March 2003. He held the position of Chief Executive Officer, Stolt Sea Farm from 1996 until September 2001. In 1994 he opened and
organized the Company’s representative office in Shanghai. He joined the Company in 1990 in Greenwich, CT, working first as a shipbroker
and then as a round voyage manager. M. Stolt-Nielsen graduated from Hofstra University in 1990 with a BS degree in Business and Finance.
Mr. Niels G. Stolt-Nielsen is the son of-Mr. Jacob Stolt-Nielsen. He is a Norwegian citizen.

Roelof Hendriks — Mr. Hendriks has served as a Director of the Company since July 7, 2004. He has been Chief Financial Officer and a
Member Board of Management of CSM N.V since 2000. Prior to that, he was a Vice Chairman Executive Board, Koninklijke Vopak N.V. He !
held various positions at Koninklijke Vopak N.V. and its predecessor, Van Ommeren, from 1980 until 2000. Mr. Hendriks received a law degree
from Vrije Universiteit, Amsterdam. He is a Dutch citizen. :

Erling C. Hjort — Mr. Hjort has served as a Director of the Company since 1995. He is a graduate of the Faculty of Law at the University of
Oslo. In 1964 he joined the Norwegian law firm, Wikborg, Rein & Co. in Oslo, where he was admitted to the bar in the same year. In 1970 he
was admitted to the bar of the Norwegian Supreme Court and in 1993 he became the Senior Partner in Wikborg, Rein & Co. He isa

Norwegian citizen. i

James B. Hurlock — Mr. Hurlock has served as a Director of the Company since July 7, 2004. Mr. Hurlock served as Interim Chief
Executive Officer of Stolt-Nielsen Transportation Group from July 2003 to June 2004. He also serves as a Director of Stolt Offshore S.A.,
Orient Express Hotel Ltd., New York Presbyterian Hospital and USA for UNHCR. Mr, Hurlock serves as Chairmen of International
Development Law Organization and of Parker School of Foreign and Comparative Law. Mr. Hurlock is a retired partner from the law firm of
White & Case LLP and served as Chairman of its Management Committee from 1980 to 2000. He participated in the formation and served on
the Board of Northern Offshore Ltd. He holds a BA degree from Princeton University, an MA Jurisprudence from Oxford University and a JD
from Harvard Law School. Mr James B. Hurlock is a U.S, citizen.

Christer Olsson — Mr. Olsson has served as a Director of the Company since 1993. He is President and CEO of Wallenius Lines AB !
and Chairman of WalleniusWilhelmsen Lines A/S. He also serves as Chairman of UECC and the Swedish Club and a Director of B&N AB,
Atlantic Container Line AB and the Swedish Shipowners Association. He received his BLL degree from Stockholm University. Heisa
Swedish citizen.

Jacob B. Stolt-Nielsen — Mr. Jacob B. Stolt-Nielsen has served as a Director of the Company since 1995, He is an Executive Vice President
of Stolt-Nielsen S.A. In 2000, he founded and served as Chief Executive Officer of SeaSupplier Ltd. until 2003. From 1992 until 2000 he held
the position of President, Stolthaven Terminals, with responsibility for the Company’s global tank storage business. He joined the Company
in 1987 and served in various positions in Oslo; Singapore; Greenwich, CT; Houston, TX; and London. Mr. Stolt-Nielsen graduated

from Babson College in 1987 with a BS degree in Finance and Entrepreneurial studies. Mr. Jacob B Stolt-Nielsen is the son of Mr. Jacob
Stolt-Nielsen. He is a Norwegian citizen.
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Christen Sveaas — Mr. Sveaas has served as a Director of the Company since May 2002. He is a private investor and chairs his own invest- i
ment company; Kistefos AS, which has investrnents in shipping, offshore services, real estate and venture capital. He is a director of Orkla ASA |
and HemoCue AB, and a senior advisor to the international investment firm EQT Scandinavia and EQT Northern Europe Limited. He is also (
a member of the Board of Representatives of Storebrand ASA, and Member of the Dean’s Council, John E Kennedy School of Government, ;
Harvard University. He has a Lic.Oec. HSG-degree from the University of St. Gall, Switzerland. He is a Norwegian citizen. 1
Christopher J. Wright — Mr. Wright has served as a Director of the Company since May 2002. He served as President and Chief Operating :
Officer of the Company from 1986 to December 2001. He was employed by British Petroleum plc {“BP”) from 1958 until the time he joined |
the Company. He held a variety of positions at BP working in Scandinavia, Asia, the U.S.A. and London. Mr. Wright holds a Masters degree |
in History from Cambridge University, He is a British citizen. i
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H
Niels G. Stolt-Nielsen — Chief Executive Officer, Stolt-Nielsen S.A. Jan Chr. Engelhardtsen — Chief Financial Officer, Stolt-Nielsen S.A. j
John Wakely — Executive Vice President, Stolt-Nielsen S.A. Jacob B. Stolt-Nielsen — Executive Vice President, Stolt-Nielsen S.A. |
Otto H. Fritzner — Chief Executive Officer, Stolt-Nielsen Transportation Group Ltd. James Stove Lorentzen — Chief Executive Officer, 3
Stolt Sea Farm Holdings plc i
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MANAGEMENT DISCUSSION AND ANALYSIS

Operating and Financial Review and Prospects

This section discusses matters we consider important for an under-
standing of our financial condition and results of operations during
the three fiscal years ended November 30, 2003. This discussion con-
sists of:

+ a “Management Overview,” which contains a brief description of
our business; :

-+ a section entitled “Factors Affecting Our Financial Condition and
_Results of Operations,” which discusses the most significant fac-
tors affecting our financial condition and results of operations;

« a section entitled “Application of Critical Accounting Policies,”
which discusses the accounting policies that could have an
important impact on our financial condition and results and
that require difficult, subjective or complex judgments by
management;

+ a section entitled “Impact of Recent Accounting Standards,”
which identifies recent changes in accounting guidance;

+ a “Strategic Outlook,” which includes a summary of our strategic
priorities;

« “Outlook for Fiscal Year 2004,”which includes a summary of our
outlook for 2004;

+ “Results of Operations,” which analyzes our results of operations
on a consolidated basis and for each of our three businesses; and

« a section entitled “Liquidity and Capital Resources,” which
contains a discussion of our cash flows, liquidity, financing
activities and related matters.

You should read this section in conjunction with the Consolidated
Financial Statements and Notes to Consolidated Financial Statements.

Management Overview

SNSA is a Luxembourg company. Together with our subsidiaries and
investments, we are engaged primarily in three businesses: transporta-
tion; offshore construction; and seafood production, farming and
processing. The transportation business is conducted through SNTG;
the offshore construction business is carried out through SOSA and
the seafood business is carried out through SSE. SNTG and SSF are
wholly owned subsidiaries. We owned a 63.5% economic interest and
a 69.2% voting interest in SOSA as of November 30, 2003. We have
reduced our economic and voting interest in SOSA to 41.7% as of
May 31, 2004 and have deconsolidated the activities of SOSA in our
financial reports as of February 19, 2004, as we no longer have a
controlling interest. Additionally, SSL provides a total marine pro-
curement service whereby it can select, purchase and arrange delivery
for a ship’s needs for consumables, spare parts and other services. In
April 2003, we sold substantially all of the assets of OLL to Elemica,
Inc. OLL provided logistics software for the chemical and other bulk
materials industries.

Description of our Businesses

Stolt-Nielsen Transportation Group Ltd. )
SNTG is engaged in the worldwide transportation, storage and
distribution of bulk liquid chemicals, edible oils, acids and other
specialty liquids. SNTG is able to offer our customers a range of
transportation and storage solutions on a worldwide basis, through
our intercontinental parcel tanker, coastal parcel tanker, river parcel
tanker, tank container, terminal and rail services.
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As of November 30, 2003, based on the size of the fleet, SNTG is one
of the largest operators of parcel tankers in the world, and, based on
the number of tank containers, is the largest operator in the tank
container market. Parcel tankers and tank containers carry similar
products, with parcel tankers typically used to transport cargo lots
greater than 150 metric tons, while tank containers are typically
more economical for transportation of smaller cargo lots.

We utilize our terminals as regional hubs to improve the operational
efficiency of SNTG’s parcel tankers. Our terminals offer storage and
distribution services to the same customers that use our parcel tanker
and tank container operations and can store and distribute the same
products. We can reduce the amount of time our ships spend in port,
when our customers use our terminal facilities. In this way we can
operate more efficiently and ship more product. The terminals are not
just available to our tanker customers but are independent third-party
facilities, open to all customers and ship owners on a first-come-first-
served basis. As of Novemnber 30, 2003, we owned and operated two
tank storage terminals in the U.S,, in Braithwaite, Louisiana and in
Houston, Texas, and one in Santos, Brazil. These three facilities have a

" combiried capacity of approximately 4.0 million barrels of liquid stor-

age. As of November 30, 2003, our terminal operations also had inter-
ests in three ventures consisting of: (i) a 40% interest in the '
Stolthaven Westport Sdn. Bhd., a joint venture with the Bolton Group
which has a terminal facility in Malaysia; (ii) a 37% interest in
Dovechem Stolthaven Ltd., (“Dovechem”), a publicly-traded company
listed on the Singapore stock exchange, with terminals and drum
manufacturing interests in China, Singapore and Malaysia; and (iii) a
50% interest in Jeong—IL Stolthaven Ulsan Co. Ltd. which has a ter-
minal facility in Ulsan, South Korea. The results of the joint ventures
are accounted for under the equity method of accounting. On
December 18, 2003 we sold our interest in Dovechem.

Stolt Offshore S.A.

SOSA is one of the largest offshore services contractors in the world
in terms of revenue. SOSA designs, procures, builds, installs and
services a range of offshore surface and subsurface infrastructure for
the global oil and gas industry. It specializes in creating and applying
innovative and efficient solutions in response to the technical
complexities faced by offshore oil and gas companies as they explore
and develop production fields in increasingly deeper water and more
demanding offshore environments.

SOSA provides services and products that add value for its customers
throughout the entire life cycle of offshore oil and gas field explo-
ration, development and production. SOSA’s service capabilities

are classified into (i) “SURF” which comprises engineering and
construction work relating to oil and gas fields that are developed
subsea (meaning the production wellhead is on the seabed), as
opposed to surface installations (in which the production wellhead

is above the surface on a platform); (ii) “Conventional,” which
comprises engineering and construction activities relating to above-
water platforms attached to the seabed and their associated pipelines;
(ili) “IMR,” inspection, maintenance and repair, which comprises,
among other things, platform surveys, debris removal and pipeline
inspections using ROVs; (iv) “Trunklines,” which comprises offshore
installation of large-diameter pipelines used to carry oil or gas over
long distances; and (v) “Corporate,” which comprises all activities that
serve more than one region and assets that have global mobility
including construction and flowline lay support ships, ROVs,
trenchers, ploughs and other mobile assets that are not allocated to
any one region. SOSA also provides field decommissioning services at
the end of the working life of an offshore oilfield.
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SOSA realigned its operating structure in 2003 from a product line
focus to a regional focus with five regions: Africa, the Mediterranean
and the Caspian Sea; Northern Europe and Canada; North America
and Mexico; South America; and Asia and the Middle East. SOSA is
listed on both Nasdaq in the U.S. and on the Oslo Bers in Norway.

* Stolt Sea Farm Holdings plc

SSF produces, processes, and markets a variety of high quality
seafood. SSF has salmon production sites in Norway, North America,
Chile, and Scotland, salmon trout production sites in Norway and
Chile, a tilapia production site in Canada, turbot production sites in
Spain, Portugal, Norway, and France, a halibut production site in
Norway, a Southern bluefin tuna ranching operation and production
site in Australia and sturgeon and caviar production sites in the U.S.

‘ Although SSF has diversified into farming species other than salmon,

salmon remains the primary focus. SSF has worldwide marketing
operations with sales organizations covering the Americas, Europe,
and Asia Pacific. SSF has built a substantial seafood trading and
distribution business in the Asia Pacific region. SSF has also increased
our focus on sales of processed seafood through our seafood centers.
Seafood centers are value-added processing and servicing plants “in
the market” closer to the consumers in densely populated areas. We
believe we can improve our margins by delivering directly to retailers
and restaurants seafood that is processed in portions that can be
delivered directly to the end-consumer. The first of these seafood
centers was opened in 1997 in Los Angeles, California and a second
was opened in Stratford, Connecticut in 2001. In Europe, we acquired
a smokery in Belgium in 2000, which we upgraded and expanded into
a seafood center in 2003.

Factors Affecting our Financial
Condition and Results of 0perat10ns

Financial Matters

SNSA is a holding company and conducts substantially all of its
business through its subsidiaries. 2003 was a challenging year for us.
For the year ended November 30, 2003, we reported a consolidated
net loss of $316.0 million, which reflected a deterioration of $213.2
million as compared to the consolidated net loss of $102.8 million
reported for 2002. We reported a net profit of $23.7 million in 2001.

Although the operating results at SNTG continued to be profitable,
these were overshadowed by the poor operating results at both SOSA
and SSF. These negative results were exacerbated by challenging finan-
cial conditions at SNTG and SOSA. We have described these matters
and the actions we have taken to address them in further detail below.

Operational Difficulties and

Financial Restructuring at SOSA

Significant operational and financial difficulties at SOSA contrlbuted
to its 2003 consolidated loss. For the year ended November 30, 2003,
SOSA reported a net loss of $418.1 million, primarily due to cost
overruns on several major projects and a number of smaller projects.
There was an aggregate negative impact of $216.0 million on SOSA’s
net income attributable to changes in original estimates on major
projects. Additionally, SOSA recorded impairment charges totaling
$176.5 million against the carrying value of a number of ships, barges,
mobile assets and onshore equipment. SOSA reported a net loss of
$151.9 million in 2002, also due to unanticipated operational difficul-
ties related to a number of major projects. Throughout 2003, SOSA
experienced significant cost overruns on major projects, particularly
in its AFMED region. These operational problems were exacerbated
by SOSA’s inability to recover cost over-runs that SOSA believed it
was owed by customers with respect to work performed on major

projects. For example, at the end of the second and third quarters

of 2003, SOSA had recorded revenues of $83.4 million and $89.7
million, respectively, with respect to claims and variation orders that
its customers had not yet agreed to pay. These difficulties made it
challenging for SOSA to maintain compliance with the financial
covenants contained in its credit facilities. During 2003, SOSA
engaged in numerous discussions with and obtained waivers from the
lenders under its existing credit facility agreements to avoid defaults
with respect to the financial covenants contained in these facilities.

While SOSA was engaged in discussions with its primary creditors

to amend the financial covenants in its existing credit facility
agreements, it also took measures to ensure that it had sufficient
liquidity to fund its operations and to provide for a potentially
protracted period of negotiation with certain major customers
regarding settlement of claims and variation orders. These measures
included borrowing to SOSA’'s maximum availability under its existing
credit facility agreements and closing its positions under foreign
exchange contracts, which had positive value. The increased level of
borrowings at SOSA increased its consolidated debt. Additionally, to
assist SOSA in obtaining bank waivers, in December 2002 we agreed
to make a $50 million liquidity line (the “SNSA Liquidity Line”)
available to SOSA and in July 2003, we agreed to make a subordinated
loan of $50 million to SOSA.

Subsequent to the end of 2003, SOSA took a number of actions to
address its financial situation. In February 2004, SOSA issued and
sold 45.5 million SOSA Common Shares in a private placement that
raised gross proceeds of $100.1 million. On April 20, 2004, SNTG
converted the Subordinated Note issued by SOSA into SOSA equity.
Additionally, on May 28, 2004 SOSA completed an equity offering
which generated approximately $65.8 million in gross proceeds.
Together, these measures have provided a $215.9 million increase in
SOSA's shareholders equity before deduction of expenses. As of May -
31, 2004, our ownership of SOSA was 41.7%.

In February 2004, SOSA entered into the New Bonding Facility, which
provided SOSA with the ability to offer bank guarantees and other
forms of surety that are often required to bid on and win new
business. In addition, SOSA entered into an Intercreditor Deed that
incorporated changes to and superseded the covenants and security
arrangements in its Existing Credit Facility Agreements. We believe

- that this will be sufficient to provide the bank guarantees that we

expect SOSA will need in 2004, although we expect that SOSA will
need to secure additional bonding facilities for 2005 and beyond.
SOSA’s recent history of losses and financial difficulties will make
it more challenging to arrange any additional bonding that may
be needed.

Financing Issues at SNTG and SNSA

Since the beginning of 2000 to November 30, 2003, we have, through
Stolt-Nielsen Transportation Group Ltd., a Liberian subsidiary
(“SNTG (Liberia)”) and other subsidiaries (including SNTG),
provided new equity and debt funding of $164.0 million to SOSA,
$257.0 million to SSF, and $55.0 million combined to OLL and SSL.
This funding was provided from a combination of cash flow from
SNTG operating activities and borrowings under our credit facilities.
Additionally, we have provided guarantees of SOSA’s obligations
under its bank guarantee facilities, some of which are supported by
collateral, up to an aggregate of $104.3 million as of November 30,
2003. Since that time, the aggregate amount of bank guarantees avail-
able to SOSA under these facilities has been reduced to $99.8 million
as of May 31, 2004. As a result of our deconsolidation of SOSA and
restrictions contained in our credit facilities, we are no longer provid-
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ing funding to SOSA. We will continue to make the SNSA Liquidity
Line available to SOSA through the end of the 2004 fiscal year, subject
to restrictions in our credit agreements. We also will continue to be
obligated under the guarantees described above, until the guarantees
expire.

The use of SNTG operating cash flow, borrowings under our credit
facilities, operating losses and asset write-downs over the past several
years at SOSA and SSF and the maturities of our existing loans, left us
in the second half of 2003 with limited liquidity and in potential
breach of the financial covenants contained in our primary financing
agreements, particularly our debt to tangible net worth ratios. As of
November 30, 2003, we had cash and cash equivalents of approxi-
mately $68 million, exclusive of cash held by SOSA which we could
not access at that time for use in SNTG and SSF, with little availability
on our credit lines and a maturing $160 million revolving line of
credit for which, at the time, we had an extension for. repayment to
December 15, 2003. :

During 2003, we engaged in numerous discussions with, and obtained
waivers from, the creditors under certain of our existing financing
agreements to avoid defaults with respect to the financial covenants
contained in these agreements. At the end of 2003, we were in compli-
ance with the financial covenants under our various credit agreements
as a result of waiver agreements which were in effect through
December 15, 2003. Ultimately, we announced on December 27, 2003
that we had received waivers providing for covenant relief through
May 21, 2004 subject to certain conditions. These waiver agreements
included increased interest rates for certain credit agreements. As a
result of these financial issues, we incurred advisor and other fees and
expenses of $6.2 million in 2003.

On February 20, 2004, we allowed the waiver agreements with respect
to our Senior Notes to terminate in accordance with their terms. We

believe that we were in compliance with the terms of the Senior Notes -

as a result of the deconsolidation of SOSA and, therefore, no longer
needed the waivers. Representatives of the holders of our Senior
Notes informed us that the Senior Note holders believe that upon
termination of the waiver agreement and the deconsolidation of
SOSA, we were in bréach of certain covenants under the Senior Notes.
We have informed the representatives of the Senior Note holders that
we disagree with these assertions. On June 16, 2004, we resolved the
dispute with our Senior Note holders regarding the asserted defaults
under the Senior Notes and entered into an agreement to amend the
Senior Notes (the “Amendment Agreement”). Pursuant to the
Amendment Agreement, a permanent waiver was granted by the
Senior Note holders in respect of the defaults they asserted. For
additional information, see “—Liquidity and Capital Resources—
Indebtedness—The Senior Notes” and Note 29 to the Consolidated

- Financial Statements. Certain of the other waivers obtained from

other creditors also terminated on February 20, 2004, as a result of the
termination of the waiver agreements with respect to our Senior
Notes. Those remaining waivers not automatically terminated on
February 20, 2004, terminated on May 21, 2004 upon expiration’

of the term of such remaining waivers. To date, no other creditors
other than the Senior Note holders have informed us of any belief

on their parts of any breach of covenants as a result of such waiver
terminations. :

While we were engaged in discussions with our primary creditors to

-amend the financial covenants in our financing agreements, we also

took measures to ensure that we had sufficient liquidity to fund our
operations and make required payments with respect to maturing
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indebtedness. In August 2003, we completed a sale-leaseback transac-
tion with respect to three 5,498 dwt ships built from 1998 to 2000,
raising approximately $50 million. In December 2003, we sold our
minority interest in Dovechem, which has interests in terminals and
drum manufacturing in China and Southeast Asia, for gross proceeds

_of $24.4 million. Additionally, SSF concluded the sale of 200 metric
tons of its Australian government quota rights of Southern bluefin
tuna for gross proceeds of $25.8 million. In conjunction with this
transaction, such tuna quota rights were reacquired by SSF for an
initial five year period at market rates to be set each year, with a
renewal option for a further five year period again at annually agreed
market rates. On January 26, 2004, we completed the sale of 7.7
million of our Common Shares to non-affiliated investors for gross
proceeds of $104.2 million. The actions we have taken to improve
our liquidity together with cash from SNTG’s operations enabled
us to make the following payments: (i) $56 million with respect to
scheduled maturities of our Senior Notes in August 2003; (ii) $65
‘million to pay off an outstanding ship financing facility with certain
Ttalian banks at maturity in August 2003; and (iii) $60 million to
reduce a $180 million revolving credit facility, the remainder of which
was refinanced by drawing down $120 million on a new $130 million-
five year revolving credit facility arranged by a consortium led by
Deutsche Bank AG. Additionally, the deconsolidation of SOSA
removed $387.5 million of debt from our consolidated balance sheet.
As of November 30, 2003, our consolidated debt and capital lease
obligations were $1,699.7 million. This was reduced to an estimated
$1,266.3 million at May 31, 2004, primarily arising from the SOSA

. deconsolidation, but partially offset by the consolidation of Twelve
Ships Inc. (which had debt obligations of approximately $70 million
as of November 30, 2003). As of May 31, 2004, we had an estimated
cash and cash equivalents of in excess of $140 million.

Losses at SSF

Our consolidated financial results have been negatively affected by the
poor performance at SSE SSF has recorded net losses of $78.4 million,
$45.4 million and $14.2 million in each of the years 2003, 2002 and
2001. As more fully discussed below, the netloss in 2003 was largely
due to three factors:

« unauthorized trading activities by an employee in SSF’s Tokyo
office and low prices for traded products in Japan;

« a combination of lower harvests and high operating costs in
the Americas region, which was only partially offset by higher
prices, and .

- continuing low salmen prices in Europe.

In 2003, we discovered that an employee in SSF’s Tokyo office had
been engaging in what we believe to be improper transactions and
unauthorized trading of seafood. More specifically, we believe the
employee made purchases of substantial quantities of various species
and represented to management that they were being simultaneously
sold in the market. This, however, was not the case and consequently,
we held significant inventories of several species at a time of declining
prices. These inventories were ultimately sold for a loss. Additionally,
we believe the employee engaged in various other improper transac-
tions which had the effect of diverting funds from SSF for his direct
or indirect benefit. The employee and all other individuals believed to
be involved in the improper transactions and other unauthorized
activities have since left SSF and certain other regional senior man-
agers in the Asia Pacific region, who are not suspected of participating
in such transactions and activities, have also left SSF. A new general
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manager for SSF Japan has been hired and a new interim President for
SSF Asia Pacific has been reassigned from SSF Europe to manage the
operations until a permanent President is appointed. We have made a
claim under our fidelity insurance policy. This policy has a claim limit
of $5 million, and in the absence of any acknowledgement of lability
for the claim by the insurers, no insurance recovery has yet been
accrued. In addition, although the Southern bluefin tuna ranching
activity overall was profitable in the Asia Pacific region, selling prices

-for our own ranched Southern bluefin tuna were approximately 20%

lower in 2003 than in 2002, and not all the tuna production was sold,
while inventories of traded tuna products that we bought in the

-market in 2002, at higher prices, with the intent of selling were sold

in 2003 at low or negative margins following further market price
declines. SSF made lower of cost or market provisions totaling $11.1
million at the end of 2003 against remaining inventories of traded
tuna and frozen salmon, trout and other species, to reflect the weaker
markets in Asia at the time. The total combined impact of these

_ factors resulted in SSF’s Asia Pacific operations reporting a gross loss

of $25.3 million in 2003 compared to a gross profit of $22.6 million
in 2002. SSF’s Asia Pacific operations outside of Japan generally
operated with a positive gross profit in both 2003 and 2002.

In the Americas region, two principal factors contributed to the poor
results in 2003, despite improvements compared to 2002. First, both
Chile and the North American farming regions experienced periods
of unusually low harvests in 2003 as a consequence of, among other
things, high fish mortalities in the previous year. Second, in 2003, due
to a temporary shortage of fish, we often were obligated to ship

- salmon to key customers in North America in accordance with the

terms of our marketing and distribution contracts, which at times
required us to ship supplies in a manner that was not cost efficient.
For example, at times we had to incur extra shipping and logistics
costs to supply east coast produced salmon to the west coast and vice
versa. As a result of these factors, we were not able to fully benefit
from the improvement in prices in the Americas region. With the
anticipated increase in harvests in 2004 and improved shipping and
logistics processes, we do not anticipate this situation reoccurring.
Finally, European market conditions were very poor in 2003, with
salmon prices achieved by Norwegian and Scottish producers
remaining at extremely low levels throughout most of the year.

Factors Affecting SNTG

Parcel Tankers Market Dynamics

In addition to industry regulations, the number of new ships
delivered into the market and scrapping of older ships influence
the supply of parcel tankers.

It is becoming more difficult to utilize ships which are 20 to 25 years
or older and there is increased pressure to scrap ships earlier than in
the past. Certain jurisdictions in which our parcel tankers operate
have accelerated the deadlines by which single-hull tankers must be
phased out for the carriage of oil products. SNTG operates 14 ships
built between 1976 and 1980 with single-sides/double bottoms, which
will face such a deadline during 2005 and 2006. These deadlines do
not apply to the carriage of chemicals, which constitutes a significant
part of SNTG’s business, so we have not determined precisely when
we will scrap these ships. We may reassign such single-sided/double
bottom ships to trade routes where there is no restriction. If it is not
viable to utilize these ships economically in these alternative trade
routes, we may scrap them. In the past we have not operated ships
past 30 years of age, as the expense of maintainingships of that age is

_ significant. In addition to industry regulations, several of the major

oil companies and certain chemical companies (including some of
SNTG's customers) have placed restrictions on the maximum age of
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the ships carrying their cargoes. These age restrictions are typically set
at 25 years, but there is a range depending on trade route, tonnage
classification, inspection routines and the ship’s condition, as rated by
a surveyor of the applicable classification society (the classification
society authorized by the country of registry certifies that the ships
are safe and seaworthy on an annual basis). We manage our SNTG
fleet within these restrictions by carefully matching our ships with
customer requirements.

To replace ships that are scrapped or reassigned into less demanding

" trading activities because of age, SNTG has entered into agreements

with various Japanese ship owners for time-charters (operating leases)
for nine stainless steel ships commencing during the period 2003 to
2006. These agreements are for an initial period of 59 months and
include the option for SNTG to extend the agreements for up to nine
additional years. SNTG also has the option to purchase each ship at
predetermined prices, which we believe approximates fair market
value, at any time after three years from the delivery of the ship.
SNTG has commitments for the initial periods of these operating
leases of approximately $242 million for the period 2004 through
2011. )

From 2004 to 2006, we expect growth in demand for parcel tankers to
exceed the growth in supply of ships. Independent market sources
projections of future demand growth for parcel tankers range from
3% to 4% annually. Based on independent market sources, we believe
the total deep-sea fleet of parcel and chemical product tankers is com-
posed of 774 ships totaling 20.3 million dwt. Of this fleet, our fleet,
together with that of our 15 core competitors, is composed of 320
ships in excess of 10,000 dwt and totaling 8.4 million dwt. We refer to
this as the “core fleet” We expect that over the period 2004 to 2006,
7.7% of the core fleet will be scrapped or downgraded as ships reach
30 years of age or are removed due to regulatory or customer restric-
tions. Within the same period, we expect new ship deliveries of
approximately 14.0% of the current core fleet, with about half of
these deliveries taking place in 2004. We do not expect these deliveries
to increase significantly from 2004 to 2006 as numerous factors limit
supply-side expansion. The cost of new parcel tankers has increased
10% to 20% over the last year as a result of the high steel price and in
response to heavy orders for all ship types, with 100 million dwt of
mid-to-large size tankers, dry bulk ships and containerships being
ordered in 2003 compared to approximately 50 million dwt in 2002.
Shipyard order books are generally full, with little capacity available
before 2007. Shipyards are hesitant to quote pricing on ship deliveries
three years in the future, as they incur considerable risk in the cost of
steel (especially stainless steel for parcel tankers).

The demand for parcel tankers may be affected by developments in
the Chinese market, which has been a major source of demand
growth in recent years, changes in the rules on classification of veg-
etable oils, and demand for transport of clean petroleum products
(“CPP”). The CPP market is large with many ships operating in this
sector. Some ships can be used in either the chemical market or this
CPP market depending on earnings. The CPP market is more volatile
with demand for transporting CPP such as gasoline, jet fuel and heat-
ing oil, driven by customer’s short-term inventory balancing needs.
The CPP market most recently peaked in early 2004 and continues to
remain relatively strong. Chinese imports increased significantly in
2003 compared to 2002, particularly towards the end of the year.
While this trend continued in early 2004, there were indications of
slowing Chinese imports, although Indian and South American
imports increased somewhat to compensate. [n the event of a major
disruption in the Chinese economy, import volumes would be
reduced, impacting freight rates. The International Maritime
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Organization, a specialized agency of the United Nations, is responsi-
ble for improving maritime safety and preventing pollition from
ships by establishing regulations for international shipping compa-
nies. The IMO has proposed changes in the rules on classification of
vegetable oils that, if approved, would take effect in 2007. Should the
rules come into force without further changes, a greater proportion of
vegetable oils will have to be transported in ships rated “IMO 2” as
opposed to the current product (oil) tankers. A ship rated IMO 2 is
typically a chemical tanker built to meet international regulations for
carriage of the more hazardous classes of chemicals. We believe that
this should boost demand for parcel tankers, such as ours, that have
the higher IMO 2 rating.

Trends in Spot Rates and Contracts of Affreightments

Cargo may be transported on parcel tankers under Contracts of
Affreightments, agreements between us and charterer to transport
agreed volumes of product(s) during a given period at agreed rates,
usually involving multiple shipments over a certain time period, typi-
cally one or two years or under a spot contract for a single shipment.
Freight rates agreed on the basis of spot rates are highly correlated
with the supply of and demand for ships (i.e., utilization rates of
ships). Since COA rates are set for a specified time period, their
changes generally lag spot rate changes, typically adjusting when COA
are renewed. We had approximately 64% of our 2003 parcel tanker
revenue generated from COA compared to spot rates. Therefore, we
tend to benefit at a slower rate in a rapidly increasing spot rate mar-
ket, compared to competitors that operate with a lower proportion of
revenue generated from COA. The rate increases for COA, however,
are locked in for an extended period of time due to the longer dura-
tion of COA. In the fourth quarter of 2003, spot rates began to climb
in response to heavy demand for parcel tanker transport, particularly,
for exports to China, India and Brazil. The increases also reflected
increased imports of petroleum products into the U.S. While spot
rates peaked early in 2004, most spot rates for chemicals remain high
as of the second quarter 2004 with rates 20-35% above mid 2003
rates, at levels last seen six or more years ago. COA rates are also
increasing. SNTG expects this trend to continue with the tight supply
of available tonnage combined with the continued growth in the
world economy bolstering both COA and spot rates.

Growth in the Tank Container Market

When a company’s shipping needs grow sufficiently to require larger
shipments, or market experience indicates that tank containers
become a more attractive shipping alternative as compared to conven-
tional 55 gallon drums. Shipping commodities in tank containers
results in lower shipping expenses due to increased cargo capacity
compared to drums in a 20-foot dry box container, decreased han-
diing expenses and, as drums must be disposed of, there is decreased
exposure to risk of possible environmental contamination by using
tank containers. It is our experience that as businesses and national
economies grow, so does the demand for shipping by tank containers,
which is a more reliable and more economical means of transporta-
tion than drums in a 20-foot dry box container. For example, we have
experienced growth in shipments from both developed markets of
Europe and North America and emerging markets such as China,
Eastern Europe, the Middle East and India. We intend to continue to
expand our tank container business in résponse to the needs of cus-
tomers, particularly in the food grade and chemical markets. SNTG
also expects to continue developing cleaning and maintenance facili-
ties for tank containers, With the growth in the market, there has been
an improvement in our container shipments to 74,615 loads in 2003
from 66,330 loads in 2002 and 59,762 loads in 2001, increasing in
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2003 and 2002 by 12% and 11%, respectively, from each of the
previous years. We expect continued strong shipment growth in
2004 as a result of our continuing sales and marketing initiatives and
improving market conditions in Asia, North America and Europe
along with further growth in our food grade business.

Bunker Fuel Costs

The cost of bunker fuel, which is the fuel used for our ships, hds
historically been the largest portion of variable operating expenses
in our shipping business. In 2003, bunker fuel for SNTG’s tanker
operations constituted approximately 20% of the total operating
expenses for tankers. The increase in SNTG’s operating expenses in
2003 was primarily due to increases in the price of burker fuel.
Bunker fuel prices have been increasing in the last three years. In
2003, the average price of bunker fuel purchased by SNTG was
approximately $175 per ton. This compares to the average bunker
fuel price for 2002 of approximately $144 per ton and for 2001 of
approximately $139 per ton. We attempt to pass fuel price fluctuations
through to our customers under COA. During 2003, approximately
63% of tanker revenue earned under COA included contract provi-
sions intended to pass through fluctuations in fuel prices. The prof-
itability of the remaining 37% of tanker revenue earned under COA
was directly impacted by changes in fuel prices.

" Given the existing size and configuration of the Joint Service in 2003,

we estimate that a 10% change in the price of bunker fuel per ton
from average 2003 bunker fuel prices would result in a $6.4 million
change in gross profit. This excludes gains or losses, which may arise
from the impact of bunker hedge contracts and bunker surcharge
clauses included in certain COA as well as the impact of changes in
bunker prices on our regional fleets.

Legal Proceedings,

In 2003, we.were involved in significant legal proceedings, primarily
related to certain antitrust investigations described below. We
incurred costs of approximately $15.5 million in 2003 to address these
issues and expect that we will continue to incur significant costs until
these matters are resolved. We also suffered significant distraction of
management time and attention related to these legal proceedings.
These matters are at early stages and it is, therefore, not possible for us
to determine whether or not an adverse outcome is probable or, if so,
what the range of possible losses would be. It is possible that we could
suffer criminal prosecution, substantial fines or penalties or civil
penalties, including significant monetary damages as a result of these
matters. As of November 30, 2003 and February 29, 2004, we had not
established any reserves for potential unfavorable outcomes related to

' these proceedings.

Governmental Antitrust Investigations

In 2002 we became aware of information that'caused us to undertake
an internal investigation regarding potential improper collusive
behavior in our parcel tanker and intra-Europe inland barge opera-
tions. As a consequence of the internal investigation, we voluntarily
reported certain conduct to the Antitrust Division of the U.S.
Department of Justice, and the Competition Directorate of the
European Commission.

On February 25, 2003, we announced that we had been conditionally
accepted into the DOJ’s Corporate Leniency Program with respect

to possible collusion in the parcel tanker industry. Pursuant to such
program and provided the program’s stated terms and conditions
were met, including continued cooperation, we and our directors,
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officers and employees were promised amnesty from criminal
antitrust prosecution and fines in the U.S. for anticompetitive
conduct in the parcel tanker business. At the same time, we also
announced that the EC had admitted us, our directors, officers and
employees into its Immunity Program with respect to deep-sea parcel
tanker and intra-Europe inland barge operations. Acceptance into the
EC program affords us, our directors, officers and employees immuni-
ty from EC fines with respect to anticompetitive behavior, subject to
our fulfilling the conditions of the program, including continued
cooperation. In March 2004, the Antitrust Division voided the
Amnesty Agreement and revoked our conditional acceptance into »
the DOJ’s Corporate Leniency Program. We intend to vigorously
challenge the Antitrust Division’s decision. SNTG currently remains
in the EC’s Immunity Program. '

In February 2004, the Korea Fair Trade Commission and the
Canadian Competition Bureau, each notified us that they had
launched investigations of the parcel tanker shipping industry and
SNTG. We have informed the KFTC and CCB that we are committed
to coaperating fully with the investigations.

Civil Litigation

To date we are aware of 12 ongoing putative private class actions filed
against SNSA and SNTG for alleged violations of antitrust laws. The
actions set forth almost identical claims of collusion and bid rigging
that track information in media reports regarding the DOJ and EC
investigations. The suits seek treble damages in unspecified amounts
and allege violations of the Sherman Antitrust Act and various state
antitrust and unfair trade practices acts. Additionally, the Dow
Chemical Company and Huntsman Petrochemical Corporation filed
antitrust claims against us in the Federal District Court for the
District of Connecticut. The claims track the allegations in the puta-
tive class actions described above and seek similar types of damages.

We are also the subject of an ongoing.putative civil securities class
action in the U.S. District Court for the District of Connecticut. The
complaint appears to be based significantly on media reports about
the DOJ and EC investigations described above.

Customer Outreach Matters

We have actively engaged in discussion with a number of customers
regarding the subject matter of the DOJ and EC antitrust investiga-
tions. A number of companies have indicated their support and some
have expressed concerns. We have participated in business discussions
and formal mediation with some customers seeking to address any
concerns and avoid additional litigation. We have reached commercial
agreements with several customers pursuant to which the customers
have relinquished any claims arising out of the matters that are the
subject of the antitrust investigations. Although the impact of these
agreements is difficult to assess until they are fully performed over
time, we expect that they will not have a material negative impact

on SNTG’s earnings or cash flows. If favorable market conditions
continue in the future, these agreements may have a more positive
financial impact over time than the commercial arrangements that
they replaced. Based on our interaction with other significant -
customers, we expect to continue doing business with those
customers on terms that reflect the market for our services.

OFAC and Related Matters

The U.S. Department of the Treasury’s Office of Foreign Assets
Control is investigating certain payments by SNTG of incidental port
expenses to entities in Iran as possible violations of the International
Emergency Economic Powers Act and the Iranian Transactions
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Regulations. In 2003, OFAC concluded an investigation of similar
payments by SNTG to entities in the Sudan as possible violations of
IEEPA and the Sudanese Sanctions Regulations. SNTG is cooperating
fully with OFAC, and has implemented policies and procedures to
comply with U.S. sanctions regulations. With respect to OFAC’s Iran
investigation, on April 3, 2002 OFAC issued a Cease and Desist Order
to SNTG covering payments by SNTG of incidental port expenses
involving unlicensed shipments to, from or involving Iran. OFAC’s
Iran investigation is currently pending and OFAC has not made any

- formal determination of whether a violation has occurred as a result
-of SNTG’s payments of incidental port expenses to entities in Iran.

With respect to OFAC’s Sudan investigation, on March 20, 2003
SNTG settled the matter with OFAC for a payment of $95,000

by SNTG and without any determination by OFAC that SNTG’s
payments of incidental port expenses to entities in the Sudan violated
U.S. sanctions regulations. We understand that, based on a referral
from OFAC, the U.S. Attorney’s Office in Connecticut has opened

an investigation regarding whether our “trade with embargoed
countries violated U.S. laws.” We are cooperating fully with the U.S.
Attorney’s Office.

O’Brien Litigation_

In an action filed in the Superior Court in Connecticut, SNTG and
its former chairman have been sued by a former employee, Paul E.
O’Brien, who resigned in early 2002. The plaintiff in the O’Brien
action, a former SNTG in-house counsel, seeks damages for construc-
tive discharge and alleges that SNTG was engaging in ongoing “illegal
antitrust activities that violated U.S. and international law against
price fixing and other illegal collusive conduct.” The O’Brien action
also seeks an order allowing the plaintiff to disclose client confidences
regarding these allegations and protecting the plaintiff from civil or
disciplinary proceedings after such revelation. The complaint, as
amended, does not specify the range of damages sought other than to
state they are in excess of the $15,000 jurisdictional minimun.

Increased Security Requirements )
Our ships and terminals will need ship security certification before
July 1, 2004. This is a global IMO requirement, which will be certified
by the flag state for each ship and by the relevant authorities in the
countries where the terminals are located. The U.S. authority respon-
sible for implementation is the U.S. Coast Guard. We expect that the
total cost of obtaining this certification for our fleet will be approxi-
mately $2 million. This includes both technical installations and
training. SNTG has made the required changes to our ships and
submitted the necessary documents for certification. We expect that
all of our ships will be certified before the deadline. We are still imple-
menting certain changes for terminals. We expect that our terminals.
will have filed for certification prior to the deadline, although there

is no assurance that we will receive the required certification before
the deadline. It is possible that many ports and terminal facilities,
including some to which we typically ship, will not receive their
certification in a timely manner. If one of our ships is coming from a
port or terminal that has not been certified, this could cause delays at
certified ports or terminals, which may result in a loss of revenues.

It is also possible that if our terminals are not certified, they will be
avoided by customers requiring storage facilities. It remains uncertain
how the different administrations worldwide and, in particular, in the
U.S. will handle this situation. We are seeking the inclusion of clauses
in spot contracts, COA and term storage contracts to mitigate our risk
and share the exposure with our customers with respect to ports and
terminals that do not receive the necessary certification beginning July
1, 2004. There is no assurance, however, that we will be able to amend
currently existing contracts to include this clause.
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Factors Affecting SOSA

Investment by Major Oil Compariies

The market for SOSAs services is dependent upon the success of
exploration and the level of investment in offshore exploration and
production by the major oil companies. Such investment is cyclical in
nature. Following a period of increasing oil prices in recent years,
there has been a progressive increase in investment in offshore explo-
ration and production by the major oil companies. The impact of this
investment takes time to work through to the offshore construction

sector. SOSA expects to see a continued expansion of demand in fiscal -
_ year 2004 for its services, with this trend continuing over the next few

years. However, SOSA believes that, for offshore contractors to sur-
vive, the oil companies which make up their customer base will need
to share more of the risks and rewards associated with offshore fixed
price projects in challenging geographic areas. It is the strategy of
SOSA to be a fixed price contractor, but it will not accept contractisal-
ly onerous terms, which it has in the past. SOSA was less successful

in fiscal year 2003 than in previous years in winning new contracts to
replenish its order book, particularly for the third and fourth quarters
of fiscal year 2004. This is partly attributable to the more stringent
tendering practices adopted as well as other competitive factors. As a
result, after eliminating other factors such as disposal of subsidiaries,
revenues for SOSA in fiscal year 2004 are expected to be lower than
2003.

Ship Utilization

SOSA has experienced a progressive decline over the past three years
in the utilization of its deep-water and heavy construction ships and
light construction and survey ships. This decline evidences surplus
capacity in SOSA’s fleet, which SOSA has reflected in impairment
charges recorded in the fourth quarter of 2003 discussed below. The
level of utilization of SOSA’s ships is important because the fixed costs

related to operating and maintaining such ships are incurred whether ~

or not the ships are being used on construction projects. SOSA is

addressing this overcapacity through a ship disposal program already -

under way. SOSA has already sold five ships and intends to sell three
more. Utilization of deep-water and heavy construction ships was
reduced in 2003 because of low market demand, additional drydock
time, and additional unpaid transit time between regions. Utilization
of light construction and survey ships was adversely affected by low
market demand and additional drydock time. Additionally, in fiscal

year 2002, the utilization of all ships was lower than 2001.

Revisions of Estimates on Major Projects

During the course of multi-year projects, the accounting estimates for’

project performance for the current period and/or future periods may
change. The effect of such a change, which can be upward as well as
downward, is accounted for in the period of change or prior to the
issuance of the financial statements. These revisions to estimates do

not result in restating amounts in previous period. Revisions of esti-

mates are calculated on a regular basis.

_In the year ended November 30, 2003, there was a negative impact of

$216 million attributable to revisions of estimates on major projects
as compared to $58.8 million in 2002 and a positive impact of $2.4
million in 2001. The most significant negative revision to estimates
occurred on the projects identified below.

+ $67.8 million of losses were recorded on the Bonga project, a
$200 million lump sum SURF project offshore Nigeria (AFMED
region) for Shell Nigeria. As of November 30, 2003, this project
was 71% complete. As of the end of March 2004, this project was
79% complete.
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+ $51.7 million of losses were recorded on the $145 million
Conventional project for the Burullus Gas Company in the
Scarab/Saffron Field off the coast of Egypt (AFMED region). A
$35.2 million downgrade was also recorded on this project in
2002. The project is now completed.

« $41.5 million of losses occurred on the Sanha Bomboco project,
a $240 million lump sum Conventional project offshore Angola
(AFMED region) for Chevron Texaco. As of November 30, 2003,
the project was 72% complete. As of the end of March 2004, this
project was 92% complete.

$29.3 million of losses were recorded on the $135 million lump
sum Conventional OGGS project offshore Nigeria (AFMED
region) for Shell Petroleim Development Company of Nigeria
Limited. This project is now completed.

$16.1 million of losses were recorded on the $83 million
combined lump sum and day rate Conventional project in

the U.S. (NAMEX region), for Algonquin Gas Transmission
Company, a subsidiary of Duke Energy Field Services, LLC
{the “Duke Hubline project”), due primarily to a disagreement
.with the client over responsibility for budget overruns on the
cost-plus element of the project. This dispute was settled
amicably in February 2004, in line with the $37 million
receivable recorded by SOSA as of November 30, 2003, and
the project is now complete.

During 2003, SOSA modified its estimating, tendering and contract-
ing procedures to reduce the amount of unanticipated costs and
improve SOSA’s ability to recover costs from its customers. Greater
selectivity is exercised in choosing which tenders to respond to, and a
thorough analysis of the commercial and operational risks as well as a
detailed tender budget is prepared in order to facilitate the decision to
tender. Careful consideration is given to vessel schedule conflicts and
to the current backlog to ensure SOSA has sufficient resources.

Impairment Charges

In accordance with Statement of Financial Accounting Standards
(“SFAS”) No. 144, “Accounting for the Impairment or the Disposed of
Long-Lived Assets,” long-lived assets, to be held in use, are tested for
recoverability whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. SOSA recognized
aggregate impairment charges of $176.5 million in 2003 in respect of -
its tangible fixed assets. The impairment charge in 2003 comprised

the following significant charges:

+ $42.0 million related to the Seaway Kestrel and the Seaway
Explorer, which are being actively marketed;

+ $55.7 million with respect to the LB200 pipelay barge;

+ $42.7 million with respect to SOSA’s radial friction welding
assets; and

+ $36.1 million with respect to various other ships and offshore
equipment and certain assets at SOSA's Lobito yard.

In addition, included in “Equity in net income of non-consolidated
joint ventures” are charges totaling $9.1 million"in respect of SOSA’s
share of tangible fixed asset impairments recarded by three of SOSA’s
equity joint ventures. The 2002 charge of $4.0 million for impairment
of fixed assets was made up of adjustments to the carrying value of
several small fixed assets. For additional information on impairment,
please see Note 5 to the Consolidated Financial Statements.
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Factors Affecting SSF

SSF and its competitors in the aquaculture industry have, to varying
degrees, experienced poor financial results during the last three
years. Results, however, may vary greatly by region due to a variety
of factors.

Supply and Demand Imbalances Impact Pricing

A significant contributor to SSF’s poor. results, as well as to those of
our competitors generally, is low market prices for salmon, trout and
coho in most markets during most of the last three years. Pricing can
vary greatly by region. For example, pricing in the U.S. market gener-
ally improved significantly starting in the spring of 2003, while pric-
ing in the European market was weak throughout the year. Market
prices are affected primarily by the level of supply and, as more fully
discussed below, supply levels are affected by a number of factors,
including the availability of financing for additional growth, diseases,
other harmful natural conditions and the existence of barriers to
free trade. :

The 1999 to 2000 period, for example, was a time of significant capital
raising by aquaculture companies, particularly in Norway where sev-
eral companies raised equity on the Oslo Bers. This capital raising in
turn led in part to an increase in salmon production in years 2000 to
2003. According to a fish industry market consulting firm, the growth
in worldwide harvests in the last three years has been 14.0%, 8.7%

and 6.5%; respectively. However, as a result of low prices, which were

at least partially caused by this increase in supply, many farmers sup-
plying the European market showed signs of liquidity problems and,
in’ some cases, became insolvent. During 2003, in Europe, the banks
and feed companies that finance the industry started to become more
restrictive with the financing they provide. In 2004 we expect, based
on publicly available sources, that European biomass will be reduced

which, we believe, generally should result in less harvest and ultimate-

ly in improved prices in the European market.

In contrast, in 2002 and early 2003 in the Americas region, disease
and other natural conditions, reduced supply which led to improved
pricing in 2003. In 2004, we expect that the combined growth of har-

vests in North and South America will be moderate, but possibly large

enough to reverse some of the price gains in these regions in 2003.

In addition, the occurrence of an undersupply in one region cannot
always be addressed by shipping fish from an area of oversupply.
Salmon produced in Norway, for example, is not sold into the U.S.
market in any substantial quantity because of trade barriers and
therefore does not materially impact supply and demand imbalances
in the U.S. market.

Diseases and Other Natural Conditions

- Disease is a significant risk element facing companies in the aquacul-

ture industry. Some of the major diseases facing fish farmers are:
infectious salmon anaemia (“ISA”), which is caused by a virus and
transmitted by infected fish or dead organic material; furunculosis
which is caused by a bacteria and is transmitted through water or
direct contact; and infectious hematopoeitic necrosis {“IHN”), which

is caused by a virus that can be found in many farming sites.
Additionally, the health and development of salmon is also threatened
by very cold weather (“Superchill”) sea lice, algae blooms, jellyfish
infestations and predators, all of which occur naturally. These diseases
and other natural conditions may result in fish mortalities, the need
to destroy fish, or the early harvest of the fish at sizes suboptimal for
the market. In the latter part of 2001 and most of 2002, the salmon
aquaculture industry was negatively impacted by a very bad period of
disease. In particular, we were affected by the following natural condi-
tions in 2001 through 2003:
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« ISA in Norway in 2001 and in North America (on the east coast)
in 2002;

+ [HN in North America (on the west coast) in 2002;

+ high mortalities in Chile in 2002 and 2003 as a result of disease
and other natural conditions;

» presence of plankton and extended periods of low dissolved oxy-
gen (dO), both of which are natural occurring phenomena in
North America (on the west coast) in 2001, 2002, and 2003; and

» Superchill in North America (on the east coast) in 2003.

We suffered the most significant mortalities due to diseases and other
natural conditions in 2002. At the time of the mortalities, we must
write off the costs of the inventory. A further financial impact of high
mortalities, however, generally occurs up to 18 months following the
mortalities, as that is typically when the fish that suffered the mortali-
ties would have been harvested and sold. The mortalities from disease
and other natural conditions that we suffered in North and South
America in 2001 and 2002 reduced the available harvest in the .
Americas in 2003 when market prices for salmon experienced a sig-
nificant recovery.

Barriers to Free Trade
We operate in highly regulated markets in which price levels and pro-
duction volumes are closely monitored and at times significantly

. restricted. These restrictions hayé had and could continue to have a

significant impact on our results. The following identifies significant
regulatory requirements applicable to us that have acted as barriers to
free' trade.

Norway and European Union

In 1996, to avoid sanctions against Norwegian salmon farmers by the
European Union, the Norwegian government imposed feed quotas
and prodﬁction regulations on Norwegian fish farmers in an attempt
to reduce the growth in supply of Norwegian farmed salmon and,
hence, the amount of Norwegian farmed salmon available for sale in
the EU market. The EU market is the most significant market for
Norwegian producers. To avoid further threats of duties against
Norwegian salmon, in July 1997, the Norwegian government reached
an agreement with the EU for a five-year period to regulate supplies
of Norwegian salmon into the EU market. The EU Agreement expired
in 2003, and no regulation imposed by the EU on export to the EU
market of Norwegian farmed salmon exists as of today. The
Norwegian government still maintains the feed quota and production
regulations introduced in 1996.

The quotas and regulations imposed by the Norwegian government
and the EU Agreement had an adverse effect on the cost structure of
Norwegian producers, including SSF, by limiting the capacity utiliza-
tion of Norwegian fish farms. However, the Norwegian government
has permitted annual increases of varying amounts (ranging from 8%
to 10%) in the feed quotas, which progressively reduces the negative
impact of the feed quota regime. When the EU Agreement terminated
in May 2003, salmon prices in Europe dropped significantly, as the
Norwegian producers increased production in an attempt to regain
European market share. By the end of 2003, prices began to recover
and prices have continued to increase in 2004.

The Norwegian government has since proposed new rules for regulat-
ing the aquaculture industry, which would impose the existing feed
quota and production regulations that are currently in effect, with

. new biomass regulations. In addition, the EU from time to time con-

siders proposals that could have a negative impact on the Norwegian
aquaculture industry and SSF’s Norwegian operations.
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U.S.

In 1991, the U.S. imposed a tax on gutted salmon from Norway. The
tax rate is a 28.3% anti-dumping duty and a countervailing duty of
2.3%. The tax was reviewed and upheld in 1999. Each exporter may
negotiate with the U.S. government concerning reduced taxes. We
have not obtained such reduced taxes.

In 1998, following a formal complaint by certain U.S. salmon farmers,
the DOC instigated an anti-dumping review against the Chilean
salmon farming industry with respect to salmon sold into the U.S.
market. The largest producers were investigated, including Eicosal, .
which we acquired in 2001. Eicosal initially received a 10.69% duty.
Since 1998, the large producers have been subject to annual reviews
for dumping behavior, and following the three subsequent annual
reviews, Eicosal’s duty was eliminated. In April 2003, U.S. salmon pro-
ducers representing 85% of U.S. Atlantic salmon production filed a
request for a changed circumstances review with the DOC, on the
basis of having no interest in the continuance of the anti-dumping
measures. As a result of the subsequent review by the DOC, the anti-
dumping measures were revoked in July 2003.

Environmental and Public Relations Issues

The aquaculture industry has increasingly faced environmental and
consumer challenges regarding such issues as the effects of escaping
fish on native fish populations, the spread of disease and parasites,
such as sea lice, the impact of antibiotics given to farmed fish, syn-
thetic pigmenting agents in the feed which farmed salmon metabolize
to give themn a pink color and the presence of chemical residues con-
tained in farmed salmon such as PCBs, dioxin and other residue.
These environmental and consumer challenges are expected to
increase in the future and could lead to litigation against SSF and
more stringent government regulation of the aquaculture industry
and SSF, each of which could require SSF to change its fish farming
practices and incur additional costs.

For instance, in 2003, a U.S. federal court ruled that SSF’s operations
in Maine violated the Clean Water Act for operating without a dis-
charge permit. As a result, the court required SSF to pay a penalty of
$50,000 and imposed operating restrictions which required, among
other things, SSF to suspend farming on specified sites until 2006 and
required SSF to cease farming all non-North American stock from its
hatcheries, in order to allow the surrounding waters to decontami- -
nate. As a result of these operating restrictions, SSF’s stockings in 2003
were reduced by approximately 200,000 fish and $468,000 of invento-
ry was written off. In addition, SSF estimates that the court-mandated
fallowing will reduce stockings in 2004 by approximately 900,000 fish.

Non-Salmon Species Have Not Offset

Losses in Salmon Operations

Over the past several years, SSF’s turbot operations have produced
consistent profitable results generally with stable prices, costs and vol-
umes. SSF’s turbot operations, however, are still relatively small,
accounting for $24.6 million of revenues in 2003. SSF’s ranching of
Southern bluefin tuna has also generally performed well since it was
acquired in 2001, but the major market for such premium tuna,
Japan, experienced sharp price erosion in 2003. Prices for bluefin tuna
reached record levels in 2002, and this attracted sharply higher vol-
umes of Northern bluefin and other premium tuna species to the
market. This, in turn, caused an oversupply, major reduction in price
levels and a build up in levels of inventory by sellers who hoped to
avoid losses. The clearing of inventories into the market, and reduc-
tion in supply from Europe due to less favorable prices, is likely to
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take several years and so prices are not expected to recover substan-
tially for some time. Additionally, sales of Southern bluefin tuna com-
prise a relatively small business for SSF, accounting for $23.5 million
in revenue in 2003. Results for SSF’s other farmed species, which
include halibut, sturgeon, cod and tilapia, are not currently profitable,
and revenues and volumes are relatively small in relation to salmon,
trout, Southern bluefin tuna, and turbot.

Inflation

Our business transactions in high-inflation countriés are almost
entirely denominated in stable currencies, such as the U.S. dollar and
inflation therefore does not materially affect our consolidated finan-
cial results,

Currency Fluctuations

Qur reporting currency is the U.S. dollar. The U.S. dollar is the func-
tional currency of our most significant businesses. Qur exposure to
currency rate fluctuations affects both our operating costs and net
investments in foreign subsidiaries. We do not use derivative instru-
ments to hedge the value of investments in foreign subsidiaries. The
net translation adjustments arising on the above currency exposures
were gains of $25.6 million, $37.9 million and $8.6 million for the
years 2003, 2002, and 2001, respectively. These net translation adjust-
ments are recorded in Accumulated Other Comprehensive Income
(Loss) in the Consolidated Statements of Shareholders’ Equity.

Stolt-Nielsen S.AJs functional and reporting currency, as well as that
of a majority of SNTG's activities, is the U.S. dollar.

In SOSA, the-majority of net operating expenses are denominated in
the functional currency of the individual operating subsidiaries. The
two functional currencies of the companies that comprise the NEC
region are the Norwegian krone and the British pound, respectively.
The U.S. dollar is the functional currency of the most significant sub-
sidiaries within the other SOSA regions.

In SSE, the functional currencies of significant subsidiaries include the
U.S. dollar, the Norwegian krone, the British pound, the euro and the
Japanese yen.

Because revenues and expenses are not always denominated in the
same currency, we enter into forward exchange and option contracts
to hedge capital expenditures and operational non-functional curren-
cy exposures for periods consistent with the committed exposures.
Our currency exposure policy prescribes the range of allowable
hedging activity. The changes in the fair value of the derivative instru-
ments we use are offset by corresponding changes in the fair value of
the underlying exposures being hedged. All of our derivative instru- -
ments are over the counter instruments entered into with major
financial credit institutions. Our derivative instruments are primarily
standard foreign exchange forward contracts, which subject us to a
minimum level of exposure risk and have various maturities not to
exceed 60 months. We do not consider that we have a material expo-
sure to credit risk from third parties failing to perform according to
the terms of derivative instruments. We do not engage in foreign cur-
rency speculation. Further details are included in Note 26 to the
Consolidated Financial Statements.

Application of Critical Accounting Policies

We prepare our consolidated financial statements in accordance with
U.S. GAAP. The preparation of our consolidated financial statements
requires us to make estimates and assumptions that affect the report-
ed amounts of assets, liabilities, revenues and expenses and the related
disclosure of contingent assets and liabilities. On an ongoing basis,
we evaluate our estimates and judgments, including those related
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to: principles of consolidation, revenue and cost recognition; asset
impairments; contingencies and litigation; and income taxes. We base
our estimates and judgments on historical experience and on various
other factors that we believe to be reasonable under the circum-
stances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

We believe the following critical accounting policies, among others,
affect our more significant judgments and estimates used in the -
preparation of the Consolidated Financial Statements. Our significant
accounting policies are more fully described in Note 2 to the
Consolidated Financial Statements. The policies described below and
those contained in Note 2 to our Consolidated Financial Statements
should be considered in reviewing our Consolidated Financial
Statements and Notes to Consolidated Financial Statements.

Principles of Consolidation -

Our consolidated financial statements include the financial statements
of all majority-owned companies, unless we are unable to control the
operations, after the elimination of all significant intercompany trans-
actions and balances.

SNTG operates the Joint Service, an arrangement for the coordinated
marketing, operation, and administration of tankers owned or char-
tered by the Joint Service, which consists of participants in the deep-
sea intercontinental parcel tanker market. Net revenue available for
distribution to the participants is defined in the Joint Service
Agreemeflt among the participants as the combined operating rev-
enue of the ships which participate in the Joint Service, less combined
voyage expenses, overhead costs, and commission to outside brokers.
The net revenue is distributed proportionately by SNTG to each par-
ticipant according to a formula which takes into account each ship’s
cargo capacity, its number of operating days during the period, and
an earnings factor assigned. For the years ended November 30, 2003,
2002, and 2001, SNTG received approximately 80%, 80% and 74%,
respectively, of the net revenues of the Joint Service. The financial
statements of the Joint Service have been consolidated in the accom-
panying Consolidated Financial Statements, with a provision included
in tanker operating expenses for the amount of profit distributed to
the minority participants. These provisions were approximately $66.9
million, $71.9 million, and $100.3 million for the years ended
November 30, 2003, 2002, and 2001, respectively, and include
amounts distributed to non-consolidated joint ventures of SNTG of
$38.4 million, $40.5 million, and $42.0 million.

Revenue and Cost Recognition

Stolt-Nielsen Transportation Group Ltd.

For SNTG’s parcel tanker operations, the operating results of voyages
still in progress at the end of the reporting period are estimated and

prorated over the period of the voyage. A voyage is comprised of one
or more “voyage legs.” SNTG estimates revenue and cost for each leg
based on available actual information, current market parameters

-such as fuel cost and customer contract portfolios, and relevant his-

torical data such as port costs. Revenue and cost estimates are updated
continually through the voyage to account for changes in voyage pat-
terns, when more current data is obtained, or when final revenue and
cost data is known. The consolidated balance sheet réflects the por-
tion of the results occurring after the end of the reporting period. As
of November 30, 2003 and 2002, deferred revenues of $24.1 million
and $25.2 million, respectively, are included in “Accrued voyage
expenses” in the consolidated financial statements. As discussed above
under “Principles of Consolidation,” the financial statements of the
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Joint Service operated by SNTG are consolidated in our financial
statements, with a provision included in tanker operating expenses
for the amount of profit distributed to the minority participants of
the Joint Service.

. Revenues for SNTG’s tank container operations relate primarily

to short-term shipments, with the freight revenue and estimated
expenses recognized when the tanks are shipped, based upon negoti-
ated contract rates. Qur expense estimates are based on available
historical information. Additional miscellaneous revenues earned
from other sources, such as further ground transportation services
that customers may require, are recognized after completion of the
shipment.

Revenues for terminal operations consist of rental income for the uti-
lization of storage tanks by SNTG’s customers, with the majority of
rental income earned under long-term contracts, These contracts
generally provide for fixed rates for the use of the storage tanks
and/or the throughput of commodities pumped through the facility.
Revenues can also be earned under short-term agreements contracted
at spot rates. Revenue is recognized over the time period of usage, or
upon completion of specific throughput measures, as specified in the
contracts, '

Stolt Offshore S.A.

Substantially all of SOSA’s projects are accounted for on the percent-
age-of completion method, which is standard for SOSA’s industry.
Under the percentage-of-completion method, estimated contract rev-
enues are accrued based on the ratio of costs incurred to date to the
totdl estimated costs, taking into account the level of physical com-
pletion. Provisions for anticipated losses are made in the period in
which they become known. Contract revenues and total cost esti-
mates are reviewed and revised periodically as work progresses and as -
change orders are approved, and adjustments based on the percent-
age of completion are reflected in contract revenues in the reporting
period, when these estimates are revised. To the extent that these
adjustments result in a reduction or elimination of previously report-
ed contract revenues or costs, SOSA would recognize a charge against
current earnings that may be significant depending on the size of the
project or the adjustment.

The percentage-of-completion method requires SOSA to make rea-
sonably dependable estimates of progress toward completion of such
contracts and contract costs. As discussed in “Factors Affecting
SOSA—Revisions of Estimates on Major Projects” in 2002 and 2003,
SOSA experienced frequent and significant deterioration of results as
compared with original estimates with respect to results relating to a
number of projects, including the Conoco CMS 3, Bonga, Burullus
and OGGS projects. Although actual results differed significantly
from original estimates on these projects, SOSA does not believe its
original estimates were unreliable. Rather, SOSA believes it sufficient-
ly assesses its business risks in a manner that allows it to evaluate the
outcomes of its projects for purposes of making reasonably depend-
able estimates. Nevertheless, SOSA’s business risks have involved, and
will continue to involve, unforeseen difficulties, including weather,
economic instability, labor strikes, localized civil unrest, and engi-
neering and logistical changes, particularly in major projects. SOSA
does not believe its business is subject to the types of inherent haz-
ards described in American Institute of Certified Public Accountants
(“AICPA”) Statement of Position {“SOP”) No. 81-1 “Accounting for
Performance of Construction—Type and Certain Production—Type
Contracts,” that would indicate that the use of the percentage-of-
completion method is not preferable.
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1f SOSA was unable to make reasonably dependable estimates, it
would be obliged to use the “zero-estimate-of-profit’ method or the
“completed contract’ method. Under the zero-estimate-of-profit
method, SOSA would not recognize any profit before a contract is
completed. Under the completed contract method, all costs, revenues
and profits are accumulated in the balance sheet accounts-until
project completion. In order to centralize its expertise on making
estimates of contract revenues and contract costs, SOSA has estab-
lished a separate estimating department in the AFMED region. If
SOSA continues to experience adverse developments in the AFMED
region, SOSA may not be able to establish that it can develop reason-
ably dependable estimates of its progress toward completion of such
contracts, contract revenues and contract costs. If SOSA is unable to
continue to use the percentage-of-completion method of accounting,
its earnings may be materially adversely impacted, resulting in,
among other things, a potential default under its existing credit
facility agreements.

A major portion of SOSA’s revenue is billed under fixed-price
contracts. Due to the nature of the services performed, variation
orders and claims are commonly billed to the customers in the
normal course of business and are recognized as contract revenue
where recovery is probable and can be reasonably estimated, In addi-
tion, some contracts contain incentive provisions based upon per-
formance in relation to established targets, which are recognized in

-the contract estimates when the targets are achieved. Many of the

delays and cost overruns discussed in “Factors Affecting SOSA—
Revisions of Estimates on Major Projects” were the subject of claims
and variation orders. Throughout 2003, SOSA had significant difficul-
ty resolving these claims and variation orders, and a significant
amount of judgment was required to assess collectibility.

Stoit Sea Farm plc

SSF recognizes revenue either on dispatch of product to customers, in
the case of sales made on Free On Board (“FOB”) processing plant
terms, or on delivery of product to customers, where the terms of the
sale are Cost, Insurance and Freight (“CIF”) and Delivery Duty Paid
(“DDP”). The amount recorded as revenue includes all amounts
invoiced according to the terms of the sale, including shipping and
handling costs billed to customers, and is after deductions for claims

‘or returns of goods, rebates and allowances against the price of the

goods, and bad or doubtful debt provisions and write-offs.

SSF capitalizes all direct and indirect costs of producing fish into
inventory. This includes depreciation of production assets and farm-
ing overheads up to a site or farming regional management level.

We account for normal mortalities (mortalities that are natural and
expected as part of the life cycle of growing fish) by removing the bio-
mass from the records, so that the accumulated capitalized costs are
spread over the lower remaining biomass. We account for abnormal
mortalities (higher than natural or expected mortalities due to dis-
ease, accident or any other abnormal cause) by removing the biomass
from the records and writing off the accumulated costs associated
with that biomass at the time of the mortality.

We recognize costs in the profit and loss account as the fish are
harvested and sold, based on the accumulated costs capitalized into
inventory at the start of the month of harvesting, and in proportion
to the number of fish or biomass of fish harvested as a proportion of
the total at the start of the period. We expense harvesting, processing,
packaging and freight costs, which comprise most of the remaining
operating expenses, in the period in which they are incurred.
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Optimum Logistics Ltd. and SeaSupplier — OLL and SSL have
various types of fee income, including non-refundable subscription
fees, transaction fees, and service fees. Subscription fees that are
billed in advance are recorded as revenue over the subscription
period. Transaction fees that are based upon the number or value of
transactions are recorded as earned as the related service transactions
are performed. g

Impairment of Tangible Fixed Assets,

Goodwill and Other Intangibles

In accordance with SFAS No. 142, “Goodwill and Other Intangible
Assets” and SFAS No. 144, “Accounting for Impairment or Disposal of
Long-lived Assets,” long-lived assets to be held and used are required
to be reviewed for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not be
recoverable. Goodwill and other intangible assets are periodically
reviewed for impairment. Prior to the implementation of SFAS No.
142 and SFAS No. 144 and through November 30, 2002, we followed
SFAS No. 121 “Accounting for the Impairment of Long Lived Assets
and for Long Lived Assets to be Disposed of” for the review and
determination of the impairment of tangible fixed assets, goodwill
and other intangibles. In performing the review for recoverability
under SFAS No. 121, we determined a current market value for the
asset or estimated the future cash flows expected to result from the
use of the asset and its eventual disposition. Under SFAS No. 121, the
projected undiscounted future cash flows were less than the carrying
amount of the asset, the asset was deemed impaired. The amount of
the impairment is measured as the difference between the carrying
value and the fair value of the asset.

Impairment of Investments in

Non-consolidated Joint Ventures

We review our investments.in non-consolidated joint ventures period-
ically to assess whether there is an “other than temporary” decline in
the carrying value of the investment. We consider whether there is an
absence of an ability to recover the carrying value of the investment
by reference to projected undiscounted cash flows for the joint ven-
ture. If the projected undiscounted future cash flow is less than the
carrying amount of the asset, the asset is deemed impaired. The
amount of the impairment is measured as the difference between the
carrying value and the fair value of the asset.

Recognition of Provisions for Legal

Claims, Suits and Complaints

In the ordinary course of our business, we are subject to various legal
claims, suits and complaints. We, in consultation with internal and
external advisers, will provide for a contingent loss in the financial
statements if we determine that the contingency has been incurred at .
the date of the financial statements and the amount of the loss can be
reasonably estimated. In accordance with SFAS No. 5, “Accounting for
Contingencies”, as interpreted by Financial Accounting Standards
Board (“FASB”) Interpretation (“FIN”) No. 14, “Reasonable _
Estimation of the Amount of a Loss,” if we have determined that the
reasonable estimate of the loss is a range and that there is no best esti-
mate within the range, we will make a provision equal to the lower
amount of the range. The provision is subject to uncertainty and no
assurance can Be given that the amount provided in the financial
statements is the amount that will be ultimately settled. Our results
may be adversely affected if the provision proves not to be sufficient.
The significant legal claims and lawsuits against us are discussed in
Factors Affecting SNTG—"Legal Proceedings” and Note 20 to the
Consolidated Financial Statements.
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Income taxes

We account for income taxes in accordance with SFAS No. 109,
“Accounting for Income Taxes,” which requires that the deferred
tax assets and liabilities be recognized using enacted tax rates for

“the effect of temporary differences between book and tax bases of
-recorded assets and liabilities. SFAS No. 109 also requires that the

deferred tax assets be reduced by a valuation allowance if it is more
likely than not that some portion of the entire deferred tax asset will
not be realized.

As a part of the process of preparing consolidated financial
statements, we are required to estimate income taxes in each of the
jurisdictions in which we operate. This process involves estimating the
actual current tax exposure together with assessing deferred tax assets
and liabilities based on the difference between the financial statement
carrying amounts and the tax bases of assets and liabilities. We regu-
larly review deferred tax assets for recoverability and, if it is more like-
ly than not that the deferred tax asset is unrecoverable, we establish a
valuation allowance based on historical taxable income, projected

. future taxable income, and the expected timing of the reversals of
" existing temporary differences. If we continue to operate at a loss or

are unable to generate sufficient future taxable income, or if there is a
material change in the actual effective tax rates or time period within
which the underlying temporary differences become taxable and
deductible, we could be required to establish a valuation allowance,
based on a test of recoverability, against all or a significant portion of
our deferred tax assets resulting in a substantial increase in our effec-
tive tax rate and a material adverse impact on our operating results.

Impact of Recent Accounting Standards

In November 2002, the FASB issued Interpretation No. 45,”
Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others” (“FIN 45”).
This interpretation requires certain disclosures to be made by a guar-
antor in its interim and annual financial statements about its obliga-
tions under certain guarantees that it has issued. It also requires a
guarantor to recognize, at the inception of a guarantee, a liability for
the fair value of the obligation undertaken in issuing the guarantee.
The disclosure requirements of FIN 45 are effective for periods ending
after December 15, 2002. The initial recognition and initial measure-
ment requirements of FIN 45 are effective prospectively for guaran-
tees issued or modified after December 31, 2002. SOSA recorded the
fair value of guarantees provided in respect of joint ventures amount-
ing to $0.7 million as of November 30, 2003.

In December 2002, the FASB issued SFAS No. 148, “Accounting for
Stock-Based Compensation—Transition and Disclosure, an amend-
ment of SFAS No. 123.” This statement amends SFAS No. 123,
“Accounting for Stock-Based Compensation”, to provide alternative
methods of transition for an entity that voluntarily changes to the fair
value based method of accounting for stock-based employee compen-
sation. It also amends the disclosure provisions of that Statement to
require prominent disclosure about the effects on reported net
income of an entity’s accounting policy decisions with respect to
stock-based employee compensation. We are continuing to account
for stock-based compensation according to Accounting Policy Bulletin
(“APB”) No. 25, and have disclosed the effects of SFAS No. 123 on
reported income in Note 2 to the Consolidated Financial Statements,
“Stock-Based Compensation.”
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In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“VIE”) (“FIN 46). The
objective of the interpretation is to provide guidance for identifying
controlling financial interest established by means other than voting
interest. It requires consolidation of a VIE by an enterprise that holds
such a controlling financial interest (the primary beneficiary). It is
intended to require consolidation of VIEs only if those VIEs do not
effectively disperse the risk and benefits among the various parties
involved. On December 24, 2003, the FASB issued a revision of FIN
46 (“the Revised Interpretation” or “FIN 46R”). The Revised
Interpretation modified both the proposed modifications and other
decisions previously issued through certain FASB Staff Positions and
supercedes the original FIN 46 to include (i) deferring the effective
date for certain VIEs, (ii) providing additional scope exceptions for
certain VIEs, (iii) clarifying the impact of troubled debt restructurings
on the requirements to consider (a) whether an entity is a VIE or (b)
which party is a primary beneficiary, and (c) providing additional
guidance on what constitutes a variable interest. We will apply the

* Interpretation to pre-existing VIEs in 2004. FIN 46 and FIN 46R will

require certain of our leases to be recorded on the balance sheet, as
disclosed further in Note 18 to the Consolidated Financial Statements.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and
Equity.” SFAS No. 150 establishes standards for how an issuer classifies
and measures certain financial instruments with characteristics of
both liabilities and equity. SFAS Ne. 150 is effective for financial
instruments entered into or modified after May 31, 2003, and other-
wise is effective at the beginning of the first interim period beginning
after June 15, 2003, except for mandatorily redeemable financial
instruments of nonpublic entities. The adoption of SFAS No. 150

did not have a material impact on our financial position or results

of operations. ‘

In December 2003, the FASB revised SFAS No. 132, “Employers’
Disclosures about Pensions and Other Postretirement Benefits
(revised 2003).” The revised standard does not change the measure-
ment and recognition provisions of SFAS No. 87 or SFAS No. 106, but
adds significant new disclosure requirements. Additional disclosure
requirements include enhanced information related to plan assets,
investment strategies and policies, rationale used to determine rate of
return, measurement date information, and information on pension
obligation including expected future benefit payments. This statement
will not be effective for us until the year ending November 30, 2004.

In May 2004, the FASB issued Staff Position (“FSP”) No. 106-2,
“Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003”
(“FSP No. 106-2”). FSP No. 106-2 will supersede FSP No. 106-1
which permits the deferral of recognizing the effects of the Medicare
Prescription Drug, Improvement and Modernization Act of 2003 in
the accounting for postretirement health care plans under SFAS No.
106 and in providing disclosures related to the plan required by SFAS
No. 132. We have elected the deferral provided by FSP No. 106-1 and
we are evaluating the magnitude of the poteritial favorable impact

of FSP No. 106-2 on the financial statements. Amounts included in
Note 22 to the Consolidated Financial Statements for the accumulated
postretirement benefit obligation and net periodic postretirement
benefit cost do not reflect any amount associated with the subsidy.
FSP No. 106-2 is effective for the first interim or annual period begin-
ning after June 15, 2004.
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Strategic OQutlook
The following outlook section provides a general framework for our
strategic principles for fiscal year 2004.

Strategic Operational Priorities

Stolt-Nielsen Transportation Group Ltd.

SNTG’s mission is to provide our customers with the best value
in bulk liquid logistics, earn a fair return on the capital employed,
and act ethically and responsibly towards our stakeholders around
the world. '

Parcel Tankers _
Becoming the best value provider. Our tanker division’s strategy

- s to become the preferred supplier of parcel tanker services by deliv-

ering the most efficient service at the best value. We intend to achieve
this through managing our cargo portfolio, with continued concen-
tration on the highest earning cargo. We intend to optimize our ship -
scheduling in order to increase utilization and have our fleet perform
at full capacity. We will continue to develop long-term relationships
with our customers, in particular the producers of specialty chemi-

“cals. We will work closely with our customers to improve operations

by reducing the time ships remain in port and reducing operational
incidents. To improve efficiency and to reduce costs, we also intend
to expand the interface between our parcel tanker and terminal
business by consolidating the shipping calls of our parcel tankers in
our terminals. We will continue to participate in the parcel tanker
trade with a core fleet of owned and managed ships supported by
chartered ships (bareboat, long-term and short-term charters).

Tank Containers

Growing the business. Our primary strategy in the tank container
business is to pursue attractive growth opportunities. We believe that
the most significant growth opportunities are in emerging markets
such as China, where we believe there is the best possibility to convert
customers from using conventional drums to tank containers as the
local demand and businesses grow. We intend to continue to expand
our presence in South America, Eastern Europe, the Pacific Rim,
China, India and the Middle East while maintaining profitability in
Europe and North America in response to the needs of our customers
in both the food grade and chemical markets. We also expect to fur-
ther develop cleaning and maintenance facilities for tank containers
and expand the number of tank containers dedicated to the transport
of food grade cargo, such as edible oils and food additives, and wines
and spirits. In addition, in order to meet the expected growth in
demand, we intend to increase our fleet not only though the strategic
purchasing of new tank containers but also through the leasing of
tank containers. :

Terminals

Maximizing synergies between terminal and parcel tanker
operations. Our terminal division intends to maximize synergies
with our parcel tanker operations by providing scheduling and
operational coordination. This collaboration with the parcel tanker
division to maximize efficiency for our customers is central to the
terminal division strategy. .

Expand capacity. There continues to be strong demand for storage
at all of SNTG’s wholly owned storage terminals in Houston,
Braithwaite, and Santos, and close to full utilization is anticipated for
2004. Our strategy is to expand our capacity in these terminals to

. meet continued demand. We also intend to search for opportunities

to invest in other strategic locations in order to expand our network -
of services and maximize benefits from synergies obtained from the
coordination of our storage terminals and parcel tanker operations.
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Stolt Offshare S.A.

SOSA’s mission is to design, procure, fabricate, install and maintain
complete subsea pipeline and riser systems for the global offshore oil
and gas industry. :

Capitalize on deepwater strengths. Historically, SOSA has provided
a full range of engineering, subsea construction and IMR services in
both deep and shallow water environments. In the second quarter of
2003, under the direction of its new senior management team, SOSA
initiated a comprehensive review of its strategy, capabilities and oper-
ations. As a result of this review, SOSA has developed a new strategy

‘emphasizing our deep-water strengths. This strategy has three princi-

pal elements:

(i) focus on its capabilities in the design, installation and mainte-
nance of SURF systems in deep water and harsh environments;

(ii) deliver Conventional services in shallow water environments
where doing so is complementary to its deep-water SURF
business; and

(iii) selectively engage in underwater. IMR services to maintain an
ongoing market presence in key deep-water areas and adja-
cent shallow water environments.

SOSA believes that the deep-water SURF market offers the best
prospect for long-term growth, as oil and gas exploration activities
move to increasingly deeper water environments. This market is also
technologically challenging, which poses significant challenges to any
prospective competitor that does not already have such technological
sophistication. SOSA has adopted a strategy focusing on this market,
because its principal operations have historically involved SURF activ-
ities in deep water and harsh environments, and its specialized ships,
assets and technical capabilities provide SOSA with a competitive
advantage in tendering for deep-water projects. SOSA also is selective-
ly focusing on Conventional and IMR activities to offer deep-water
customers a broad portfolio of services.

Change in tendering practices. SOSA has changed its policies
addressing how it tenders for new projects. The impact of its new ten-
dering policies has been a change in the way in which SOSA evaluates
new business opportunities. The information contained in tender
review packages is uniform across the SOSA organization, allowing it

" to weigh the risks and benefits of tendering for various projects. A

larger proportion of tenders is being reviewed centrally by corporate
management and SOSA places greater emphasis on its standard con-
tractual terms and conditions. With these new policies in place, SOSA
expects to devote more management time to the tendering process
and to be more selective with respect to the initiation of new projects.

Stolt Sea Farm plc
SSF’s mission is to be the preferred supplier of quality seafood to our

~ customers in all the markets we serve and to create sustainable wealth

for our stakeholders. We are focusing on the issues identified below as
key elements in our business strategy:

Becoming a low cost producer. Farmed salmon and trout have
become commodity products in recent years. Although demand
growth has been healthy, there are few barriers to entry and thus the
danger of potentially strong supply growth at times. This results in a
volatile pricing market for salmon. The industry has experienced
more than two years of weak salmon pricing in markets outside of the
U.S., at times at extremely low levels. In order to compete successfully
during periods of depressed price levels we need to be among the
farmers with the lowest cost.
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Increasing presence in farming of species other than salmon. We
intend to increase our presence in the farming of species other than
salmon. We are presently involved in farming five other species in
addition to ranching Southern bluefin tuna. In recent years only the
farming of turbot and the ranching of Southern bluefin tuna have
been profitable. The other species are all smaller development proj-
ects. The development of species new to aquaculture takes time. SSF is
increasing its exposure in turbot by building a new state of the art
facility at Vilano in Spain, which will increase our turbot capacity by
40%. The construction of the Vilano facility is now complete, the site
is being stocked with juveniles over time, and we expect to derive rev-
enue from Vilano in 2006. :

Building a strong marketing presence in major markets. SSF has
seven sales offices in North America, three in Europe and five in Asia
Pacific. These offices are located in most of the world’s major seafood
markets. SSF’s strategy is to work as close as possible to the end con-
sumer and sell our products through direct distribution channels. SSF
has also for many years increased its efforts to sell vatue added prod-
ucts, such as the portions, fillets, and ready to eat pre-packaged prod-
ucts that we produce in our own plants in Chile, U.S., Canada and
Belgium, in addition to subcontracting in Europe and Asia.

Financial Munagement

- Since the beginning of 2000, through November 30 2003, we have,

through SNTG (Liberia) and other subsidiaries (including SNTG),
provided funding through capital contributions and inter-company
debt of $164.0 million to SOSA, $257.0 million to SSE, and $55.0 mil-
lion combined to OLL and SSL. This funding was provided from a
combination of cash flow from SNTG operating activities as well as
the use of our credit facilities. In addition, we have provided guaran-
tees of SOSA’s obligations under its bank guarantee facilities, some of
which are supported by collateral of up to an aggregate of $104.3 mil-
lion as of November 30, 2003. Since that time, the aggregate amount
of bank guarantees available to SOSA under these facilities has been
reduced to $99.8 million as of May 31, 2004. As a result of the finan-
cial and operational difficulties at SOSA and SSF, we intend to protect
the value and financial condition of SNTG by no longer providing
additional financial support for SOSA and limiting future financial
support for SSE. As part of this strategy, we reduced our equity own-
ership in SOSA and we deconsolidated SOSA in the first quarter of
2004 and raised additional equity in SNSA.

As of November 30, 2003, we held a 63.5% economic interest and
69.2% voting interest in SOSA, resulting in the full consolidation of
SOSA's financial statements in our consolidated balance sheet and
statement of operations with recognition of the minority interest in
SOSA in each statement. On February 13, 2004, SOSA completed a
private placement of 45.5 million new SOSA Common Shares for
gross cash proceeds of approximately $100 million. In addition, all 34
million SOSA Class B Shares owned by us were converted to 17 mil-
lion new SOSA Common Shares. On February 19, 2004, we sold 2
million of our previously directly owned SOSA Common Shares in a
private placement transaction to an unaffiliated third party. The
shares were sold at the then current market price of 24 Norwegian
kroner per share with proceeds of $6.7 million received on February
25,2004. The above transactions reduced our economic and voting
interest in SOSA to 41.1% as of February 19, 2004 (and as of February
29, 2004, the end of our first quarter), resulting in the deconsolidation
of SOSA as of mid-February 2004. We have applied the equity
method of accounting for the remaining SNSA investment in SOSA
subsequent to deconsolidation.
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On January 26, 2004, we sold 7.7 million SNSA Common Shares, for
aggregate gross proceeds of $104 million to non-affiliated investors.
The Common Shares, which were held in treasury, were priced at
92.75 Norwegian kroner per share, or approximately $13.50 per share.

On February 12, 2004, SOSA and certain of its subsidiaries entered
into a New Bonding Facility with certain financial institutions for the
issuance of bank guarantees of up to $100 million. The issuance of
bank guarantees under this New Bonding Facility is subject to a num-
ber of conditions, and is available to SOSA for a period of 18 months.

On February 19, 2004 we announced that the deconsolidation of
SOSA, combined with our own equity offering, would allow us to
achieve compliance with the financial covenants in the original
borrowing arrangements with our primary creditors. We subsequently
allowed the waiver agreement with respect to our Senior Notes to
expire on February 20, 2004. Representatives of the holders of our
Senior Notes informed us that the Senior Note holders believed that
upon the termination of the waiver agreement and the deconsolida-
tion of SOSA, we were in breach of certain covenants of the Senior
Notes. We informed the representatives of the Senior Note holders

_that we disagreed with these assertions. On June 16, 2004, we resolved

the dispute with our Senior Note holders regarding the asserted
defaults under the Senior Notes and entered into an agreément to
amend the Senior Notes. Pursuant to the Amendment Agreement, a

_permanent waiver was granted by the Senior Note holders in respect

of the defaults they asserted. For additional information, see “—
Liquidity and Capital Resources—Indebtedness—The Senior Notes”
and Note 29 to the Consolidated Financial Statements.

On March 30, 2004, we entered into a five-year $130 million revolving
credit facility arranged by a consortium led by Deutsche Bank AG.
The facility was initially used to repay an existing revolving credit
facility led by DnB NOR Bank ASA, which was originally due on
November 26, 2003, and was extended by agreement with the bank
group. The interest rate paid on the new facility ranges from a rate of
LIBOR+1.5% to LIBOR+1.9%, based on our consolidated debt to
consolidated EBITDA ratio.

As a result of these activities, which were partially offset by the
consolidation of Twelve Ships Inc. (which had debt obligations of
approximately $70 million as of November 30, 2003), our consolidat-
ed debt decreased from $1,699.7 million on November 30, 2003 to
an estimated $1,266.3 as of May 31, 2004. As of May 31, 2004, we had
an estimated cash and cash equivalents of in excess of $140 million.
We are currently limiting capital expenditures, closely monitoring
working capital, will no longer prowde funding for SOSA and are
limiting funding for SSE.

The options available to us in the event that operational results fall
below.expectations or we were to be required to pay large fines or
penalties as a result of the antitrust proceedings or otherwise include
(i) raising new unsecured debt to repay existing debt, (ii) raising new
secured debt, primarily by refinancing our Houston terminal as well
as using our currently uncollateralized Braithwaite terminal, (iii)
engaging in sale leaseback transactiors, (iv) raising equity, (v) seeking
approval from existing lenders to defer existing scheduled loan repay-
ments, (vi) deferring discretionary capital expenditures, (vii) selling
assets including our shares in SOSA (subject to the terms of the
Amendment Agreement for the Senior Notes), and (viil) seeking to
obtain waivers of covenant breaches were they to arise. There can be
no assurance that we will be able to complete any of these actions.

p a g e 26




MANAGEMENT-DISCUSSION AND ANALYSIS

-Subsequent to the end of 2003, SOSA took a number of actions to

address its financial situation. In February 2004, SOSA issued and
sold 45.5 million SOSA Common Shares in a private placement that
raised gross proceeds of $100.1 million. On April 20, 2004, SNTG
converted the Subordinated Note issued by SOSA into SOSA equity.
Additionally, on May 28, 2004 SOSA completed an equity offering
which generated approximately $65.8 million in gross proceeds.
Together, these measures have provided a $215.9 miliion increase in

SOSA's shareholders equity before deduction of expenses. As of May

31, 2004 our ownership of SOSA was 41.7%.

Outlook for Fiscal Year 2004

Stolt-Nielsen Transportation Group Ltd.

Tanker revenue and income from operations are expected to increase
in 2004, as the market turnaround that began in the fourth quarter of
2003 continues. We expect rates to remain at above 2003 levels due to
an increase of demand outpacing available supply, with sustained
demand from stronger economic growth. We expect costs to remain
relatively flat in 2004, although we anticipate cost pressures from

continued high bunker fuel prices, a weak U.S. dollar and inflationary
- pressure from suppliers, as well as additional legal expenses due to )

antitrust investigations and legal proceedings. .

We expect to maintain our high tank container utilization of around
80% during 2004. We expect demand to remain strong in our main
operating regions of Europe, Asia and North America and we expect
that the tank container fleet size will be increased during 2004 in line
with this increased demand, either through strategic purchasing of

- new tank containers, leasing of tank containers or acquiring and

repairing used tank containers. While there is a constant focus on
preserving margins, we expect to see upward pressure on operating
expenses, particularly in the area of ocean freight and trucking
services. It is anticipated that the relative weakness in the U.S. dollar
will also continue to negatively impact results, because most of our
tank container revenues are earned in U.S. dollars while a significant
portion of our costs are incurred in non-U.S. dollar currencies.

There continues to be strong demand for storage at all of SNTG’s
wholly owned storage terminals in Houston, Braithwaite, and Santos,
and we anticipate close to full utilization for 2004. We completed an’
expansion in Santos in 2003 and we expect to complete a further
expansion in Houston in early 2004. We will therefore experience the
full year effect on operating revenue and operating expenses in 2004.
We will add further capacity to all three terminals during 2004,
although given the long period of time for the expected completion
of construction, we do not expect these expansions to have any sig-
nificant impact on earnings during 2004. The joint venture terminals
in Ulsan, South Korea and Westport, Malaysia are both expected to
remain profitable during 2004. Overall, we expect that income from
terminal operations will be higher in 2004 than in 2003,

Stolt Offshore S.A. ,

SOSA's credit facilities contain various financial covenants, including
but not limited to, minimum consolidated tangible net worth, maxi-
mum consolidated debt to net worth and maximum

consolidated debt to EBITDA. These financial covenants and the
terms of SOSA’s existing credit facility agreements were amended

by the Intercreditor Deed. SOSA’s latest forecasts for fiscal year 2004
indicate that there will be a narrow margin of compliance with its
debt to EBITDA ratio covenant at the end of the fourth quarter

of 2004. SOSA’s ability to remain within its covenants is dependent
on (i) its operating performance, (ii) its ability to recover variation
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orders and claims from customers where additional contract costs
are incurred and (iii) the success of its plans to divest certain assets
and businesses.

SOBSA has consequently made contingency plans in the event that

it is unable to comply with its covenants as follows: (i) it has the
option of raising unsecured debt finance as an alternative means of
repaying bank facilities; (i) it can defer discretionary capital expendi-
tures; (iii) it has the option of raising further equity; and (iv) it can
seek to obtain a waivér of covenant breaches if they were to arise.

Some of the disputes over claims and variation orders were resolved
after 2003 year-end, but because they relate to events that occurred
prior to November 30, 2003, the impact of the settlements on the
OGGS and Burullus projects was accounted for as a receivable in
2003. Significant additional costs to completion have been identified
on the Sanha Bomboco and Bonga projects in March 2004. However;
there were some strong regional performances, particularly in the
NEC region, where offshore activity was exceptionally high, and the
SAM region.

SOSA was less successful in 2003 than in previous years in winning

‘new contracts to replenish-its order book, and its backlog at ‘February‘

17, 2004 stood at $849 million, of which $556 million is expected to
be executed in 2004. This compares to a backlog at February 17, 2003
of $1.5 billion, of which $1.0 billion was for 2003. Starting in
December 2003, SOSA changed its definition of backlog to exclude
future revenues from letters of intent and options and only to include -
signed agreements. As of March 31, 2004, SOSA has in excess of $300
million of additional recently awarded contracts in 2004, including
the Langeled and Greater Plutonio contracts.

In 2004, SOSA expects ship utilization to decline further due to the
lack of demand for certain ships and barges, most notably the LB200
pipelay barge, which is expected to have a dry-dock for approximate-
ly 60 days in fiscal year 2004 and to remain unutilized until the start
of the Langeled project in 2005. The overall utilization rate is expect-
ed to improve if the current ship disposal program is successful in
eliminating surplus ship capacity, but the outlook was not sufficiently
favorable as to obviate the need to record impairment charges in fis-
cal year 2003 against certain assets which are held for use, notably the
LB200, the Seaway Kestrel and the Seaway Explorer.

Stolt Sea Farm plc

We expect an increase in SSF revenues in 2004 as a result of expected
higher salmon and trout prices in Europe and an increase in farming
volumes both in the Americas and Europe regions. Prices in the
Americas region already recovered in 2003, compared to 2002 and
2001, and we expect slightly lower prices going forward. The price
recovery was primarily caused by a reduction in the North American
harvest, as a result of disease problems in the earlier years, combined -
with a modest increase in Chilean harvest. In Europe, we expect
prices in 2004 to improve over prices in 2003, primarily due to
expected lower Norwegian production in 2004.

The expected volume increases in 2004 for SSF salmon operations
overall are a result of the expansion of our Chilean operations, and
anticipated recovery from the low 2003 salmon harvests due to dis-
eases in 2001 and 2002 in Norway and the east coast of Canada. In”
the UK, improved planning and operations have enabled us to maxi-
mize the use of our existing assets. The only region where we expect
to experience lower volumes in 2004 is the west coast of Canada, due
to disease problems occurring in earlier periods. Production of SSF’s
other marine species is expected to be stable.
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The cost of producing salmon i$ expected to decrease in Chile,
Norway and the UK, remain stable in the east coast of Canada and
increase in the west coast of Canada. The cost of feed is approximate-
ly 40% to 45% of SSF’s operating costs. Qur feed cost is affected by-
the cost of raw material used in producing the feed, which costs the
feed manufacturers are able to pass on to their customers. While we
expect to see a reduction in the base price of feed, there is the

risk that the cost of feed may increase due to a cost increase in the
raw materials. Our ability to pass on increases in our feed costs to
our customers is dependent on the supply and demand balance for

‘our products.

‘We expect improved profit margins from our processing and
marketing operations in 2004. Overall, SSF expects better perform-
ance in 2004. '

Results of Operations
Presented below is a summary of our consolidated financial data for
fiscal years 2003, 2002 and 2001:

For the years ended November 30,

(in millions) 2003 2002 2001
Operating Revenue ) $3,026.4 32,908.1 $2,741.6
Operating Expenses 2,938.2  2,640.1 2,389.8
Gross Profit 88.2 268.0 351.8

Equity in net (loss) income
of non-consolidated joint

ventures (11.1) 14.0 13.0
Administrative and )

general expenses (241.7) (210.6) (209.5)
Impairment of tangible

fixed assets ©(176.5) - -

- Write-off of goodwill (24) (118.0) -

Write-off of Comex trade name - - (7.9)
Restructuring charges (18.4) (9.6) -

(Loss) gain on disposal of assets,net  (1.4) 103 14.3
Other operating (expense)

income, net (6.5) (3.2) 1.2
(Loss) Income from Operations (369.8) (49.1) (162.9)
Interest Expense, net (92.8) (93.1) (113.9)
Foreign Currency Exchange Gain

(Loss), net 13.4 1.2 (2.0)
Income Tax Provision - (15.3) (18.0) (27.6)
Minority Interest 148.5 56.2 4.3
Net (Loss) Income $ (316.0) $(102.8)$ 237
(Loss) Earnings per Common Share .

Basic $ (575) $ (1.87)$ 043

Diluted $ (5.75) $ (1.87)$§ - 0.43

_ Consolidated Results of Operations

The following discussion summarizes our results of operations for
2003 compared to 2002 and 2002 compared to 2001. For additional
information about our results of operations for our three main busi-
nesses, please see “Business Segment Information” below.

Operating Revenue

In 2003, we had consolidated operating revenue of $3.0 billion, com-
pared to $2.9 billion in 2002 and $2.7 billion in 2001. Our consoli-
dated operating revenue increased by $118.3 million or 4.1% in 2003
compared to 2002, and increased by $166.5 million or 6.1% from
2002 compared to 2001.
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Operating revenue in 2003 increased in all three of our major busi-
nesses. SNTG’s increase in operating revenue in 2003 was largely
attributable to the increase in revenue from the tank container divi-
sion, reflecting an improvement in shipment volumes in 2003 due to
increased demand in North America, Europe and Asia Pacific, and a
larger fleet of tank containers. The increases in volume more than
compensated for pricing pressures experienced in 2003. SNTG’s
tanker revenues improved due to increased volume of cargo shipped
and strengthening of chemical spot market rates. SOSA contributed
to the increase in operating revenue in 2003 as it worked through its
high level of backlog in 2003 and SSF also contributed to the increase
due to an increase in salmon prices in the Americas region, and high-
er volumes in the European region. Notwithstanding the increase,
SSPF’s reserves also reflected a low level of harvests.in the Americas
and a weak seafood trading market in Asia.

Operating revenue in 2002 increased primarily as a result of contin-
ued growth in the market for SOSA’s services, particularly on major
projects in the AFMED region, in addition to increased year-on-year
revenue from the Paragon Companies, which were acquired during
2001. Operating revenue for SSF also increased in 2002, primarily
due to a large increase in Asia Pacific trading activities and due to the

~inclusion of the Eicosal acquisition in Chile made in the middle of

2001. These increases more than offset a decline in operating revenue
at SNTG. SNTG revenue in 2002 declined from 2001 primarily due to
the loss of revenue following the sale of the Chicago and Perth
Amboy storage terminals in late 2001. Additionally, there was a
decline in SNTG's tanker revenues arising from a softening in the
clean petroleum products market which in turn led to SNTG’s rede-
livery of all of our time-chartered product tankers, reducing the over-
all average fleet size from 2.55 million dwt in 2001 to 2.32 million
dwt in 2002.

Gross Profit

We reported a gross profit of $88.2 million, $268.0 million and
$351.8 million in 2003, 2002 and 2001, respectively. Our consolidated
gross profit decreased by $179.8 million in 2003 compared to

2002 and decreased by $83.8 million in 2002 compared to 2001.
Gross margins in 2003, 2002 and 2001 were 2.9%, 9.2% and 12.8%,
respectively. .

The decrease in gross profit and gross margins during 2003 com-
pared to 2002 was primarily attributable to the increase in operating
expenses at SOSA on several major projects. It also reflected poor
performance at SSF as a result of significant losses at SSF’s Asia
Pacific region. SNTG gross profit margin declined from 20.9% in
2002 to 19.9% in 2003, due to the inability to pass all cost increases,
primarily related to bunker fuel and freight, back to customers and
the increase in lease rental expense in 2002 and 2003 as a result of the
parcel tanker sale/leaseback transactions. For SNTG in 2003, while
64% of our parcel tanker revenue was generated from COA, only
63% of this tanker revenue was earned under contracts that allowed
SNTG to pass through higher bunker fuel costs to our customers. SSF

“gross profit declined by $28.1 million from 2002 to 2003, reflecting

losses from what we believe to have been improper trading of seafood
in SSF’s Tokyo office, and high operating costs in the Americas.

The decrease in gross profit and gross margins during 2002 com-
pared to 2001 was also due to the increase in operating expenses of
SOSA with respect to several major projects. SNTG gross margin in
2002 of 20.9% was similar to the gross margin in 2001 of 21.0%. SSF
gross profit declined by $15.4 million in 2002, mainly due to low
market prices for sales of trout and coho in the Americas region and
low market prices for salmon.
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Equity in Net (Loss) Income of

Non-consolidated Joint Ventures

Our equity in the net (loss) income of non-consolidated joint ven- .
tures was a loss of $11.1 million in 2003, compared to income of
$14.0 million in 2002 and income of $13.0 million in 2001. The net
loss in 2003 was partially due to a provision of $7.5 million for
impairment of SNTG’s investment in the U.S. cabotage fleet joint
venture, Stolt Marine Tankers LLC. This was a joint venture involving
the operation of two ships in the U.S. registered coastal fleet. In light
of continued operating losses and diminished prospects to trade suc-
cessfully, we negotiated an exit agreement with our joint venture
partner, Marine Transport Corporation. This exit agreement was
completed subsequent to year-end on December 19, 2003. The
impairment charge was determined as a result of concluding this exit
agreement shortly after year-end. In addition, our 2003 loss includes
an impairment charge of $10.4 million on the investment in
Dovechem in anticipation of its sale in December 2003. Further
declines in equity in net (loss) income in non-consolidated joint ven-
tures arose from deteriorating results from the SOSA joint ventures
which included charges of $9.1 million relating to tangible fixed asset
impairments, in particular a $6.6 million charge for NKT Flexibles.
The slight increase in earnings in 2002 was due to the higher results
across all SNTG tanker and terminal joint ventures in 2002 compared
to 2001 partially offset by the lower results from the SOSA joint

. ventures.

Administrative and General Expenses

Administrative and general expenses'increased to $241.7 million in
2003 from $210.6 million in 2002 and $209.5 million in 2001. The
increase in 2003 was mainly due to additional legal costs at SNTG of
$15.5 million associated with the DOJ and EC antitrust investigations
and related legal proceedings. Additionally, the 2003 increase reflects
costs incurred in connection with our financial restructuring, includ-
ing that of SOSA, and increased reported overhead costs at SOSA and
SSF due to the weakening U.S. dollar. The increased costs were par-
tially offset by lower costs related to SSL and OLL, the latter of which
was sold in April 2003.

The slight increase in 2002 was mainly due to higher costs at SOSA
and SSF due to the weakening U.S. dollar, partially offset by lower
costs at SNTG arising from the cost reduction program institutéd in
early 2002 with savings primarily generated by a reduction in the
number of employees, and lower costs related to OLL and SSL. The

.administrative and general expenses as a percentage of operating rev-

enue has increased in 2003 to 8.0% after decreasing in 2002 to 7.2%
from 7.6% in 2001.

Impairment of Tangible Fixed Assets

In accordance with SFAS No. 144, long-lived assets are tested for
recoverability whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. SOSA recognized
aggregate impairment charges of $176.5 million in 2003, which relat-
ed to an impairment charge of: (i) $44.2 million against the carrying
amount of certain ships offered for sale; (ii) $55.7 million against the
carrying amount of a separate trunkline business unit established in
the fourth quarter of fiscal year 2003; (iii) $42.7 million to reduce to
zero the carrying value of a system started in June 1995 for the design
and fabrication of a high quality ship-mounted welding system; (iv)
$28.8 million against the carrying amount of certain ships and other
offshore equipment; and (v) $5.1 million to reduce to the expected
sales price the carrying amount of certain equipment located at the
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Lobito fabrication yard on long-term lease to Sonamet, and which -
was sold to Sonamet after the end of 2003. For additional informa-
tion on the asset impairment charges, please see Note 5 to the
Consolidated Financial Statements. There were no other tangible
fixed asset impairment charges recorded in 2002 or 2001.

Write-off of Goodwill

We incurred goodwill write-offs of $2.4 million in 2003, which were
related to SSF’s operations on the east coast of Canada and Chile.
This represented a significant reduction from the goodwill write-offs
of $118.0 million in 2002. The 2002 write-offs totaling $118.0 million
were related to: (i) with respect to SOSA, $103.0 million related to
Ceanic Inc., a corporation which SOSA acquired in 1998, $1.8 mil-
lion relating to NKT Flexibles, a SOSA joint venture, and $1.6 million
relating to PT Komaritim Indonesia, SOSA’s Indonesian subsidiary;
(ii) with respect to SSF, $7.8 million relating to the UK and U.S.
(Maine) farming operations and $0.7 million relating to other corpo-
rate investments in SSF; (iii) with respect to SNTG, $3.1 million
relating to Challenge International S.A. in France. We did not incur
any goodwill write-offs in fiscal year 2001.

SSF performed annual impairment reviews in 2003 on all remaining
goodwill. Consequently, we recorded an impairment charge of $1.3
million against goodwill with respect to SSF’s operations in the east
coast of Canada as a result of continuing poor results in that region.
We recorded an additional write-down of goodwill of $0.8 million
related to SSF’s operations in Chile as a result of a revised assessment
of future expected results in that operation. The remaining $0.3 mil-
lion related to the write-off of goodwill associated with our corporate
investment in Midt-Finnmark Smolt A/S, a SSF joint venture.

The largest portion of the goodwill that was written off in 2002 relat-
ed primarily to acquisitions made by SOSA. During the year ended
November 30, 2002, the continuing poor returns obtained on certain
investments made in 1998 and 1999 led SOSA to perform an impair-
ment review of all goodwill recorded in connection with Ceanic,

NKT Flexibles and PT Komaritim, resulting in a combined total of
$106.4 million in goodwill impairment charges. During the year

ended November 30, 2002, the continuing poor results obtained in
salmon farming activities also led SSF to perform an impairment
review of all goodwill related to operations acquired in such activi-
ties. As a result, we recorded impairment charges totaling $7.8 million
against goodwill, of which $6.3 million related to the entire remain-
ing goodwill on the acquisition of two subsidiaries in Scotland. The
remaining $1.5 million of the impairment charge related to the write-
off of goodwill arising on the acquisition of DE Salmon in the state
of Maine, U.S.

In early 1997, SNTG acquired the tank container operations of
Challenge International S.A., a company based in France. During the
year ended November 30, 2002, management of Stolt-Nielsen
Transportation Group SAS, the French subsidiary operating these
tank container assets, agreed to dispose of the primary asset of the
company, being its fleet of tank containers. On the basis of this dis-
posal of the assets by the French subsidiary, we undertook an impair-
ment review of the goodwill on this acquisition and we recorded an
impairment charge of $3.1 million.

For additional information on the goodwill write-offs, please see
Note 6 to the Consolidated Financial Statements.
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Write-off of Comex Trade Name

In 2001, in light of the increased worldwide recognition of the Stolt
Offshore name, SOSA ceased using the Comex name and, as such,
determined that the value of the Comex trade name had been
impaired. SOSA, therefore, recorded a charge of $7.9 million, before
minority interest irhpact, in its results of operations in 2001 for the
write-off of the trade name. )

Restructuring Charges

In 2003, we had total restructuring charges of $18.4 million. SOSA
recognized restructuring charges of $16.2 million related to the
implementation of its new management team’s plan for SOSA’s finan-
cial recovery, which included the restructuring of SOSA’s cost and
asset base. The first stages of the plan for financial recovery, involving
changes in SOSA’s personnel, operating structure and business
processes, were substantially completed in the second half of fiscal
year 2003. These costs reflect $13.2 million in personnel and redun-
dancy costs to reduce the total workforce by 21% from its then exist-
ing level of 7,000. Approximately 1,100 positions are affected as a
result of the asset disposal program, and a further head count reduc-
tion of 400 is planned through restructuring SOSA’s regional busi-
nesses. SOSA also incurred real estate costs of $2.7 million for lease
rentals and leasehold improvement write-offs, and $0.3 million for
professional fees in connection with asset disposals.

In 2001, SNTG embarked upon a major strategic initiative to improve
the utilization of assets, divest non-core assets and reduce the cost
base. One aspect of this initiative was an overhead reduction effort,
announced in January 2002. The restructuring program resulted in
costs incurred during 2003 of $2.2 million and 2002 of $9.6 million
associated with the overhead reduction program. The SNTG restruc-
turing program in 2002 included the termination of 108 employees
and the relocation of 27 employees. '

There were no restructuring charges incurred in 2001.

For additional information on the restructuring charges of SOSA and

- SNTG, please see Note 8 to the Consolidated Financial Statements.

Net (Loss) Gain on Disposal of Assets

In 2003, we had a net loss of $1.4 million related to asset disposals.
SNTG recorded a loss of $5.4 million on the sale of investments in
the shares of two publicly traded companies in The Netherlands,
Vopak and Univar. This loss was partially offset by a net gain of $4.4
million related to the sale of OLL’s assets to Elemica, Inc. The net gain
was mainly comprised of the realization of a previously deferred gain
from the sale of OLL shares to Aspen Tech, less the recognition of an
asset impairment charge on Aspen Tech shares. At the end of the
fourth quarter of 2003, SSF sold 200 metric tons of Southern bluefin
tuna quota rights in Australia for $25.8 million. In conjunction with

. this transaction, such tuna quota rights were reacquired by SSF for an

initial five-year period at market rates to be set each year, with a
renewal option for a further five-year period again at annually agreed
market rates. The tuna quota rights have an indefinite life. The
deferred gain of $15.3 million on a pretax basis, and $11.0 million on
an after tax basis, on the transaction is being amortized over the ini-
tial period of five years, starting on December 1, 2003.

In 2002, SOSA sold the assets of Big Inch Marine Systems, luc. for a
pretax gain of $8.0 million. SNTG also sold other assets with a net
pretax gain of $2.3 million, including approximately $1.1 million pri-
marily associated with the sale of an apartment in Singapore.

In November 2001, we sold SNTG’s tank storage terminals in Perth
Amboy and Chicago for a pretax gain of $12.2 million, $7.3 million
after tax. Under the terms of the sale agreement we have retained
responsibility for certain environmental contingencies, should they
arise during the covered period which ended two years after the clos-
ing date, in connection with these two sites. As of November 30,
2003, no liabilities have been incurred, and we do not anticipate any
such contingencies to be incurred in the future. The Chicago termi-
nal property has been leased under a long-term agreement with the
Illinois International Port District. In addition, as part of the Chicago
sale, we assigned our rights to the terminal property to a third party.
WEe also sold other assets for a net pretax gain of $2.1 million, prima-
rily related to a gain of $1.2 million on the sale of assets of Hard Suits
Inc., a specialized diving company of SOSA.

Other Operating (Expense) Income

In 2002, SSF incurred fish stock mortalities and submitted a claim of
$6.9 million to its insurers under its fish stock mortality insurance
policies for a recovery of the excess loss above the annual deductible
under the policy. SSF had submitted a similar claim in 2001 that was
accepted and paid. Of the $6.9 million claim in 2002, SSF reserved
$1.6 million in 2002 as a provision for a claim reduction that SSF
estimated it may have to agree upon to obtain a timely settlement.
The insurers, while not formally declining to pay the 2002 claim, have
raised arguments challenging their obligation to pay. No agreement
was reached between SSF and these insurers during 2003. SSF has
therefore made the decision to revise its estimate in this matter and
to fully reserve the claim in 2003 to reflect our estimated recoveries
until such time as an amount is agreed and accepted, or an arbitrator
determines an amount of payout. In 2003, SSF also recorded provi-
sions at its Americas region for the closure of hatcheries of $0.8 mil-
lion and for future site retirement costs of $0.4 million.

Income (Loss) from Operations ]

In 2003, we had a loss from operations of $369.8 million, compared
to a loss of $49.1 million in 2002, In 2001, we reported income from
operations of $162.9 million. The loss from operations in 2003 was
largely attributable to the losses at SOSA and SSF. In particular, these
losses reflect the $176.5 million in impairment charges recognized by
SOSA, the negative revisions on several large loss-making contracts at
SOSA, the large unfavorable variance at SSF primarily due to the
poor results of our Asia Pacific region, the additional costs incurred
in the Americas region to fulfill the requirements of various market-
ing and distribution contracts, and the impairment charges recog-
nized by SNTG of $17.9 million in total for our investments in
Dovechem and Stolt Marine Tankers LLC. The increase in adminis-
trative and general expenses of $31.1 million was primarily due to
antitrust and other investigation related legal expenses, financial
restructuring costs and a weakening of the U.S. dollar. The loss
incurred in 2002 was largely attributable to $118.0 million in good-
will write-offs, primarily related to acquisitions by SOSA, the low
market prices experienced by SSE in its Americas and European
regions, the loss-making turnkey projects at SOSA, and $9.6 million
of restructuring charges incurred by SNTG.
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Net Interest Expense

Net interest expense decreased to $92.8 million in 2003 from $93.1
million in 2002 and $113.9 million in 2001. The decrease in 2003
reflected lower interest expense at SNTG due to the full-year impact
in 2003 of the 12 parcel tanker sale/leaseback transaction and the
additional sale/leasebacks of parcel tankers completed in 2003, which
was partially offset by increases in interest expense for SOSA and SSF
due to higher debt levels. The $20.8 million decrease in interest
expense in 2002 was due to lower rates and the sale/leaseback of 12
parcel tankers in March 2002 resulting in lower interest payments,
despite higher debt levels. The SNTG salefleaseback transactions low-
ered interest expense in 2003 and 2002, but increased our lease rental
payments that are included in operating expenses.

Foreign Currency Exchange Gain (Loss), Net
For 2003, we had a foreign currency exchange gain of $13.4 million,
compared to a gain of $1.2 million in 2002 and a loss of $2.0 million

in 2001. The increase of $12.2 million in 2003 compared to 2002 was -

a result of SSF’s redesignation of certain long-term non-functional
currency intercompany loans within the SSF group (which are elimi-
nated in consolidation) from long-term and permanent in nature to,
non-permanent. The redesignation of such loans was due to the dete-
rioration in the SSF group’s liquidity situation and related restrictions
on additional funding from SNTG to SSE. Following this redesigna-
tion, SSF prospectively recognized $13.7 million in foreign currency
exchange gains in 2003. )

Income Tax Provision

The 2003 results included a tax provision of $15.3 million compared
to $18.0 million in 2002 and $27.6 million in 2001. In 2003, the tax
provision primarily related to the SSF tax provision of $15.6 million,
including $8.0 million in the Americas region of which $5.0 million
related to a deferred tax asset write-off, $2.7 million in Norway for a
deferred tax asset write-off, and taxes on profits in Iberia of $1.4 mil-
lion and in Asia Pacific of $2.4 million. In addition, SOSA recorded a
tax benefit of $0.6 million in 2003 and SNTG recognized a tax provi-
sion of $0.3 million. ‘

The SOSA tax benefit in 2003 is comprised primarily of a charge for
revenue based withholding taxes of $6.6 million and a deferred tax
benefit of $7.3 million. SOSA has recognized deferred tax assets for
net operating loss carryforwards (“NOLs”) in Norway and the UK.
While SOSA has NOLs in several other countries, it has recorded val-
uation allowances against the corresponding deferred tax assets in
those instances where SOSA does not consider it more likely than not
that future taxable profits to realize the corresponding tax benefit

-exist.

The SNTG tax provision in 2003 declined by $8.8 million from the
2002 amount of $9.1 million, mainly due to tax benefits recognized
in 2003 in connection with the increased antitrust and other investi-
gation related legal fees and the write-off of our investment in Stolt
Marine Tankers LLC.
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In 2002, the tax provision primarily related to losses incurred by
SOSA and SSF for which no benefit was recognized and an increase
in the valuation allowance against our net deferred tax assets. These
items were offset, in part, by a release of certain deferred tax liabilities
associated with the UK shipping companies of SOSA that have elect-
ed to join the UK tonnage tax regime and the impact of U.S. and
non-U.S. shipping income not subject to tax.

SOSA recorded a net tax charge of $8.2 million in 2002, compared to
a net tax charge of $20.6 million in 2001. The tax charge in

* 2002 included withholding taxes of $14.0 million imposed by tax

authorities in certain countries. Additionally, in the NAMEX region,
SOSA did not recognize a deferred tax asset for the losses incurred,
and took a further $10.8 million valuation allowance against the
deferred tax asset brought forward from 2001 because of the
continuing losses in the region. SOSA also reviewed its position
under the UK tonnage tax regime whereby taxable income is
calculated by reference to the tonnage of the vessel, and released

a further $21.3 million of deferred tax liability in respect of fixed
asset temporary differences. This was partially offset by a valuation
allowance against its net operating losses, primarily in the U.S., due
to the uncertainty of SOSA’s ability to generate sufficient future
taxable earnings fo realize the tax benefit of offsetting the prior oper-
ating loss carryforwards.

Minority Interest

Minority interest was $148.5 million, $56.2 million and $4.3 million
in the 2003, 2002 and 2001, respectively. The increase of $92.3 mil-
lion in 2003 compared to 2002 was primarily due to the minority
interest portion of the increased losses at SOSA partially offset by an
increase in the minority share of net income of certain SOSA sub-
sidiaries. The increase of $51.9 million in 2002 compared to 2001 was
entirely due to the increased losses in SOSA.

Net Income (Loss)

As a result of the various factors described above, we reported a net
loss of $316.0 million or $5.75 per share in 2003, as compared to a
loss of $102.8 million or $1.87 per share in 2002 and net income of
$23.7 million or $0.43 per share in 2001.

Business Segment Information

We report information about our subsidiaries on a consolidated
basis. This means that our resuits include the results of all sub-
sidiaries, which SNSA, either directly or indirectly, controls.

In addition to reporting on a consolidated basis, we have three
reportable segments from which we derive revenues: SNTG, SOSA
and SSE.

The “Corporate and Other” category includes corporate-related
expenses, the minority interest in SOSA, and the results of OLL, SSL
and all other operations not reportable under the other segments.
The reportable segments reflect our internal organization and are
strategic businesses that offer different products and services.
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Operating Revenue by Business Segments
For the years ended November 30,

(in millions) 2003 2002 2001

Operating Revenue

‘Stolt-Nielsen Transportation Group

Tankers $ 762.1 § 747.2 $§ 818.1

" Tank Containers 254.7 227.6 2144
Terminals ' 63.9 58.5 78.4
Total 1,0807  1,033.3 11,1109
Stolt Offshore 1,482.3 1,437.5  '1,255.9
Stolt Sea Farm 461.8 435.7 3744
Corporate and Other 1.6 1.6 0.4
Total ©$3,026.4  $2,908.1 $2,741.6

Gross Profit (Loss) by Business Segments

For the years ended November 30,

(in millions) 2003 2002 2001

Gross (Loss) Profit

Stolt-Nielsen Transportativon Group

Tankers $ 146.5 $ 151.2 § 1627
Tank Containers '45.8 43.8 40.8
Terminals 22.7 20.9 30.1

Total 215.0 215.9 233.6
_ Stolt Offshore (108.3) 425 94.4

Stolt Sea Farm (20.1) 8.0 234

Corporate and Other 1.6 16 -~ 04

Total $ 882 § 2680 §$ 351.8

Income (Loss) from Operations by Business Segments
For the years ended November 30,

(in millions) - 2003 2002 2001

Income (Loss) from Operations

Stolt-Nielsen Transportation Group

Tankers o $ 578 $ 832 § 977
Tank Containers 18.7 18.7 17.7
Terminals 7.3 18.9 36.1
Total . 83.8 120.8 151.5

Stolt Offshore (380.5) (123.6) 36.4

Stolt Sea Farm (63.7) (27.8) (0.4)

Corporate and Other (9.4) (18.5) (24.6)

Total $(369.8) $ (49.1) $ 162.9

Results of Operations per Segment

Stolt-Nielsen Transportation Group Ltd.

Tankers :

As of November 30, 2003, SNTG owned and/or operated 125 ships,
representing 2.08 million dwt. Of this total, 63 ships participated in
the Joint Service, a contractual arrangement managed by SNTG for
the coordinated marketing, operation, and administration of tankers
owned or chartered by the Joint Service participants in the deep-sea,
inter-continental market. The 63 ships included in SNTG’s owned
and/or operated fleet include 15 ships that are owned by parties other
than SNTG and four ships that SNTG time-charters from third par-
ties. Seven of the ships which operate in the Joint Service are owned
by NYK Stolt Tankers, S.A., a joint venture in which SNTG has a 50%
interest. The remaining ships provide regional services. The composi-
tion of the fleet at November 30, 2003 was as follows:

% of the Joint
Service net revenue
for the year ended
Number  Millions November 30,
of ships of dwt 2003
Joint Service:
Stolt-Nielsen Transportation
Group Limited 44 1.42 80.61
NYXK Stolt Tanker S.A. 7 0.17 10.85
Barton Partner Limited 1 0.01 1.10
Bibby Pool Partner Limited 5 0.08 5.45
Unicorn Lines (Pty) Limited 2 0.03 1.99
' - 59 1.71 100.0
Time-chartered ships 4 0.12
Total Joint Service 63 1.83
Ships in regional services .62 0.25
Total i 125 2.08

Earnings available for distribution to the Joint Service participants
are defined in the Joint Service agreement as the combined operating
revenue of the ships, which participate in the Joint Service, less com-
bined voyage expenses, overhead costs, and commission to outside
brokers. Joint Service earnings are distributed proportionately to each
participant according to a formula, which takes into account each
ship’s cargo capacity, number of operating days during the period
and an earnings factor.

In our results of operations, SNTG tanker revenues include 100% of
the operating revenue of the Joint Service, and tanker operating
expenses include all voyage costs associated with the participating
ships, as well as the earnings distributed to the other participants in
the Joint Service. The distributions made to minority participants in
the Joint Service for 2003, 2002, and 2001 were $66.9 million, $71.9
million and $100.3 million, respectively, and include amounts distrib-
uted to non-consolidated joint ventures in 2003, 2002 and 2001 of
$38.4 million, $40.5 million and $42.0 million, respectively. After fac-
toring in such costs and distributions associated with other partici-
pants in the Joint Service, SNTG received approximately 80%, 80%,
and 74% of the net earnings of the Joint Service in 2003, 2002, and
2001, respectively.
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Operating Revenue

SNTG tanker operating revenue in 2003 increased 2% to $762.1 mii-
lion from $747.2 million in 2002, which was an 8.7% decrease from
$818.1 million in 2001. The changes in operating revenue in 2003

~and 2002 were primarily due to changes in volume of cargo shipped -

and the strengthening, in 2003, of chemical spot rates. Cargo carried,
excluding non-consolidated joint ventures, in 2003 was 23.0 million
tons, an increase of 3% from 22.4 million tons in 2002, which was a
decrease of 12% from 25.4 million tons in 2001, The 2003 volume
increase reflects higher utilization of SNTG’s ships, despite the aver-
age fleet size decreasing 7% from 2.32 million dwt in 2002 to 2.16
million dwt in 2003. SNTG's fleet in 2002 decreased 9% from an
average of 2.55 million dwt in 2001. The decrease of operating rev-
enue in 2002 from 2001 was attributable to the softening of the CPP
market leading SNTG to redeliver time-chartered product tankers as
demand weakened in this sector of the market in the second half

of 2002.

Gross Profit -

SNTG’s tanker operations had gross profits of $146.5 million, $151.2
million, and $162.7 million in 2003, 2002, and 2001, respectively, and
gross margins of 19.2%, 20.2%, and 19.5%, in 2003, 2002 and 2001,
respectively. The decrease in gross profits in 2003 reflected increased
expenses that outpaced the increase in operating revenue. In fiscal
year 2002, the decrease in gross profit as compared to 2001 was in
line with the decline in operating reveniue. SNTG tanker operations
had operating expenses in 2003 of $615.6 million compared to $596.0
million in 2002 and $655.4 million in 2001. The increase in operating
expenses in 2003 was primarily due to increases in the price of
bunker fuel. In 2003, bunker fuel for SNTG’s tanker operations con-
stituted approximately 20% of the total operating expenses for
tankers, an increase from 2002 and 2001 when bunker fuel was 17%
of total operating expenses. The average price of bunker fuel pur-
chased by SNTG during 2003 was approximately $175 per ton. This
compares to the average bunker fuel price for 2002 of approximately
$144 per ton and $139 per ton in 2001. SNTG attempts to pass fuel
price fluctuations through to our customers under COA, typically
one year in duration. In 2003, 64% of tanker revenue was under COA
with the remaining 36% derived from voyages based on spot rates.
The percentage of revenue from COA was 67% in 2002 and in 2001
was lower than 2003 and 2002 at 54%. During 2003, approximately
63% of tanker revenue earned under COA included contract provi-
sions intended to pass through fluctuations in fuel prices. The prof-
itability of the remaining 37% of tanker revenue earned under COA
was directly impacted by changes in fuel prices. In addition, the
increase in expenses was caused by the full-year impact of the
sale/leaseback of 12 parcel tankers in 2002 and additional sale/lease-
backs of parcel tankers in 2003 as well as the weakening of the U.S.
dollar. Substantially all of tanker revenue is collected in U.S. dollars
and a significant portion of costs, in particular certain crew costs,
port expenses and dry docking charges are incurred in non-U.S. dol-
lar currencies. Therefore, in 2003 when the value of the U.S. dollar
declined, tanker operations were adversely impacted.

An important measure of performance in many shipping companies, .

including SNTG, is the sailed-in rate per ship per day. The sailed-in
rate may be calculated for a single ship or for a fleet of ships and is
calculated as operating revenue, less voyage expenses, which are
expenses that may vary depending on the ship or fleet’s voyage pat-
tern. The most significant voyage expenses include bunker fuel, port
charges, marketing overhead, commissions paid to brokers, and
expenses associated with subletting excess cargo to other shipping
companies. The sailed-in rate is measured before any costs associated
with the owning and management of the ships. Owning and manage-
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ment costs generally do not vary depending on the voyage pattern
and include crew costs, maintenance and repairs, insurance, deprecia-
tion and interest expense. As such, within many shipping companies,
including SNTG, the sailed-in rate is considered an important market
measurement, which encompasses rates or prices, volumes, and uti-
lization of how the ship and/or fleet is deployed. As part of our quar-
terly earnings release, we publish the Sailed-In Time-Charter Index
for the Joint Service. The Sailed-In Time-Charter Index for the Joint
Service is an indexed measurement of the sailed-in rate for the Joint
Service and was set at 1.00 in the first quarter of 1990 based on the
sailed-in rate per ship per day at the time. During the period of 1990
to 2003, the average annual Sailed-In Time-Charter Index ranged
from a high of 1.35 in 1995 to a low of 0.93 in 1999 and averaged
1.10 over this period. The average Sailed-In Time-Charter Index for
2003, 2002 and 2001 was 1.03, 1.07 and 1.09, respectively. For 2003
the Sailed-In Time-Charter Index decreased approximately 4% from
2002, after decreasing 2% in 2002 from 2001. Based on the configura-
tion of the Joint Service fleet as of May 31, 2004, we expect that a 5%
change in the Sailed-In Time-Charter Index from the average 2003
figure of 1.03 would generally result in a change in our gross profit of
$15 million to $17 million. As Sailed-In Index is a measurement for
the Joint Service only, this sensitivity excludes any impact of changes
in sailed-in rates for our regional fleets, which may or may not move
in tandem with sailed-in rates for the Joint Service.

Ship owning costs associated with SNTG’s ships in the Joint Service
increased by 2% in 2003 from 2002, after decreasing 2% in 2002
from 2001. The variance in ship owning costs between the years was
a result of the change in fleet composition and improved purchasing
practices, offset by a weakening U.S. dollar and higher insurance
expenses.

Tank Containers

Operating Revenue )

Operating revenue in 2003 was $254.7 million, a 12% increase from
$227.6 million in 2002, which was a 6% increase from $214.4 million
in 2001. The improvement in 2003 and 2002 was attributable to
increased demand in our major markets of North America, Europe
and within the Asia Pacific. Increased sales and marketing initiatives
led to growth in our food grade business formed in 2002 and in
growing markets such as Eastern Europe, China, the Middle East and
India. With the growth in the markets, there has been an improve-
ment in volume of our container shipments in 2003 and 2002. In
2003 we moved 74,615 container shipments, an increase of 12% from
the 66,330 container shipments moved in 2002, which was an 11%
increase in shipments of 59,762 in 2001. The increases were primarily
due to increased shipments in North America, Europe and Intra-Asia
in 2003 and 2002 as compared to 2001. The 6% increase in revenues
from 2001 to 2002 was less than the increase in shipments due to
pricing pressures.

SNTG was able to meet the growth in demand by increasing the
number of tank containers in our fleet while improving the fleet’s
overall utilization to 79% in 2003 as compared with 77% in 2002 and
70% in 2001. The significant improvement in 2002 and further in
2003 was the result of improved global market conditions and the
implementation of sophisticated fleet optimization and forecasting
software. By the close of fiscal year 2003, SNTG owned or operated a
fleet of 15,999 tank containers, a 7% increase from the 14,955 tank
containers owned or operated at the end of 2002 which itself was a
5% increase from the 14,184 tank containers controlled at the end of
2001. SNTG increased the number of tank containers in 2003 by leas-
ing additional tank containers to meet the increase in overall demand
and the continued growth of the food grade activity.
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Gross Profit

SNTG’s tank container operation had gross profit of $45.8 million,
$43.8 million and $40.8 million in 2003, 2002 and 2001, respectively
and gross margins of 18%, 19% and 19% in 2003, 2002 and 2001
respectively. Margins decreased slightly in 2003 due to downward
pricing pressure in our markets from Asia and South America and
increased movement of empty tank containers to meet the increased
demand in our major markets in North America, Europe and within
Asia Pacific. The decrease was only partially offset by increased ship-
ments, as well as the resulting merovements in utilization of our
tank containers.

SNTG’s tank container operating expenses in 2003 were $208.9 mil-
lion compared to $183.8 million in 2002 and $173.6 million in 2001.
The increase in operating expenses in 2003 was primarily due to an
increase in tank container rental costs resulting from the increased
number of tanks operated, an increase in the freight and associated
costs to move loaded tank containers reflecting from the increased
number of shipments and an increase in the costs resulting from a
greater number of tank container required to be repositioned during
the year. Furthermore, additional operating expenses were incurred
due to rising fuel expenses and the decline in the value of the U.S.
dollar against most global currencies.

Offsetting some of the increases in operating expenses was the
continued reduction in the average leasing cost for tanks for 2003, .
which was 1% lower than 2002 due to a change in the mix of long-
term and short-term leases. The leasing cost for 2002 was 7.3%
lower than 2001.

Terminals

Operating Revenue

Operating revenue in 2003 was $63.9 million, an increase of $5.4 mil-
lion or 9%, from $58.5 million in 2002, which in turn was a decrease
of $19.9 million from $78.4 million in 2001. In November 2001,
SNTG sold the Perth Amboy and Chicago terminals. They were sold
as part of an initiative to divest non-strategic assets as the synergy
between these terminals and the tanker division was limited given
that SNTG ships infrequently called at these terminals. SNTG is
focused on expanding the terminals in key locations such as
Houston, Braithwaite and Ulsan, South Korea to maximize the syner-
gy between SNTG’s parcel tankers and the terminals. The expansions
in the three owned terminals account for $1.9 million or 3% of the
revenue increase in 2003 as compared to 2002, with the remaining
6% increase primarily a result of a full year of operations in 2003 of
Braithwaite’s initial expansion. With the expansions in Houston and
Santos completed toward the end of 2003, the full year effect on
operating revenues will only be felt in 2004.

Total storage capacity of our wholly owned facilities at the end of
2003 was 4.0 million barrels (630,700 cubic meters) as compared to
3.4 million barrels (537,700 cubic meters) and 2.5 million barrels
(403,500 cubic :neters) at the end of 2002 and 2001, respectively.
Average capacity utilization was 97% in 2003, 97% in 2002, and 95%
in 2001. The higher average capacity utilization in 2003 and 2002 as
compared to 2001 was mainly due to increased activity at the
Houston and Santos terminals, as well as the positive impact from the
sale of the Chicago terminal, which had a lower average utilization.

Gross Profit

Gross profit of SNTG’s terminal operations was $22.7 million, $20.9
million, and $30.1 million, in 2003, 2002, and 2001, respectively.
Gross margins were 36%, 36%, and 38% for 2003, 2002 and 2001,
respectively. The improvement of gross profit from 2002 to 2003 was
primarily a result of the expansions of the Braithwaite and Santos
terminals. The decline of gross profit from 2001 to 2002 was attribut-
able to the sale of the Ch1cago and Perth Amboy terminals.

Operating expenses in 2003 were $41.2 million, an increase of $3.6

million, from $37.6 million in 2002, which in turn was a decrease of
$10.7 million from $48.3 million in 2001. The increase in operating
expenses in 2003 was primarily due to the impact of full year opera-
tions at the expanded Braithwaite terminal and increased salary and
wages, employee benefit programs, utility costs and wastewater treat-
ment costs at the Houston terminal. The decrease of operating
expenses in 2002 was primarily due to the sale of the Chicago and
Perth Amboy terminals, which was offset to some extent by the start
up costs at the Braithwaite terminal. Gross margins remained stable
in 2003 due to improved margins for the Braithwaite terminal offset-
ting a decline in the margin for the Houston terminal. The margins
at the Braithwaite terminal increased as a result of increased capacity
utilization and higher customer activity levels while in the Houston
terminal revenues remained relatively constant and expenses
increased. Margins fell ini2002 from 2001 due to a slight decline in
the margin for the Houston terminal resulting from increased waste-
water treatment costs and the higher infrastructure costs incurred
with respect to the new storage capacity at the Braithwaite terminal.

Stolt Offshore §.A.
Summary of SOSA’s major projects for fiscal years 2003, 2002,
and 2001:

Angostura project — A lump sum Conventional project offshore
Trinidad and Tobago {(NAMEX region), under execution during 2003 -
to 2004 for BHP Billiton.

Bonga project — A lump sum SURF project offshore Nigeria (AFMED
region), executed during 2001 to 2004 for SNEPCO.

Burullus project — A lump sum SURF project offshore Egypt (AFMED
region) executed during 2001 to 2003 for the Burullus Gas Company.

Conoco CMS 3 project - A lump sum SURF project offshore the UK
(NEC region) executed during 2001 to 2003 for ConocoPhillips (UK)
Ltd.

Duke Hubline project — A combined lump sum and day rate
Conventional project in the U.S. (NAMEX region), executed during
2002 to 2003 for Algonquin Gas Transmission Company, a subsidiary
of Duke Energy Field Services LLC.

Erha project — A 1urnp sum SUREF project offshore Nigeria (AFMED
region), to be executed during 2002 to 2006 for ExxonMobil N1ger1a
(“EEPNL”).

Girassol project — A lump sum SURF project offshore Angola
(AFMED region), comprising the building and installation of two
riser towers in 1,400 meters of water and the installation of associat-
ed pipelines and umbilicals, executed during 1998 to 2003 for a con-
sortium led by Total Angola. This project was performed as a joint
venture with Saipem S.A. -

OGGS project - A lump sum Conventional offshore gas gathering sys-
tem project offshore Nigeria (AFMED region), executed during 2002
to 2004 for Shell Petroleumn Development Company of Nigeria
Limited (“SPDC”), acting on behalf of itself and partners, including
the Nigerian National Oil Company.

- Sanha Bomboco project — A lump sum Conventional project offshore

Angola (AFMED region) under execution during 2002 to 2004 for
ChevronTexaco led by Cabinda Gulf Oil Company (“CABGOC”).

Shell EA project — A lumnp sum SURF project executed during 2001 to
2003 for Shell in Nigeria (AFMED region).
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Skirne Byggve project — A lump sum SURF project offshore Norway
(NEC region) executed during 2002 to 2003 for Total.

Yokri project — A lump sum Conventional project in Nigeria (AFMED
region) under execution during 2001 to 2004 jointly with a local
partner for SPDC, acting on behalf of itself and partners, including
the Nigerian National Oil Company.

Operating Revenue

Operating revenue increased slightly to $1,482.3 million in 2003 from
$1,437.5 million in 2002, as SOSA worked through a high level of
backlog. Operating revenue in fiscal year 2002 increased to $1,437.5 -
million from $1,255.9 million in 2001. This reflected the continued
growth in the market for SOSA’s services, particularly on major proj-
ects in AFMED, in addition to increased year-on-year revenue from
the Paragon Companies.

Operating revenue for 2003 was $44.8 million higher than 2002. In
the AFMED region, operating revenue decreased marginally in fiscal
year 2003 to $673.8 million. The continued high level of activity in
West Africa on the major projects was the main driver for the sus-
tained high level of revenue, generating 64% of the revenues for fiscal
year 2003. In the NEC region, operating revenue increased to $387.6
million in fiscal year 2003, with the region reporting particularly high

* activity in the Norwegian sector of the North Sea. The NAMEX

region reported operating revenue in fiscal year 2003 increased mar-
ginally to $200.6 million. The IMR activity levels were higher than
prior years as a result of continued hurricane repair work in the first
quarter related to damage to offshore installations from Hurricane
Lili in the Gulf of Mexico. This was partially offset by SURF activity
levels which were lower than the previous year due to lack of a dedi-
cated SURF ship available in the NAMEX region. Operating revenue
in the SAM region increased in fiscal year 2003 to $56.0 million. The
increase was mainly due to the very high ship utilization on the two

long-term charter contracts operating in the SAM region. Operating -

revenue in the AME region increased marginally in fiscal year 2003 to
$26.8 million. The majority of the AME revenue in fiscal year 2003
was derived in Indonesia, where the activity levels were still lower
than expected and well below the high level achieved in fiscal year
2001. Corporate operating revenue increased marginally in fiscal year
2003 to $137.5 million due to higher sales achieved by Serimer DASA
on offshore welding work for customers other than SOSA and stable
revenue levels in the Paragon Companies.

Operating revenue in the AFMED region was $702.7 million in fiscal
year 2002, up from $520.2 million in fiscal year 2001. The increase
from year 2001 to 2002 was largely due to high levels of activity in
Nigeria, partially offset by lower revenue in Angola and lower activity
on an offshore project for a consortium led by Total Angola. In the
NEC region, operating revenue increased to $335.6 million in fiscal
year 2002 from $325.3 million in fiscal year 2001. In the Norwegian
sector, there was a difficult market situation in both 2002 and 2001,
with no significant conventional lump sum or pipelay projects. The
small increase in 2002 revenue was mainly related to the activity level
in the subsea construction market. In the UK sector in 2002, there
was a continuation of the increased project activity from 2001.
Operating revenue in the NAMEX region decreased to $190.5 million
in 2002 from $276.7 million in 2001. This was due to reduced activity
on the pipelay project for Gulfstream Natural Gas LLC that was com-
pleted in early 2002, and reduced subsea construction activity as a
result of depressed market conditions. There was an upturn in activi-
ty in the final quarter of 2002 to repair damage caused by Hurricane
Lili. Operating revenue in the SAM region in 2002 increased slightly
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in 2002 to $52.0 million from $50.5 million in fiscal year 2001 due to
the continued good performance and stable utilization levels of the
long-term charters. Operating revenue in the AME region in 2002
decreased by $13.7 million to $25.7 million from $39.4 million in
2001 due to a downturn in the market for construction and shallow
water work in Indonesia and drill support ROV work throughout the
AME region. Corporate operating revenue increased in fiscal year
2002 to $131.0 million from $43.8 million in 2001. Of this increase,
$68.7 million is attributable to the inclusion of revenues from both
Paragon Engineering Services, Inc. and Paragon Litwin for a.full
financial year. In 2001, these businesses were only consolidated for
part of the year subsequent to each respective acquisition.

Gross (Loss) Profit )

In 2003 SOSA reported a gross loss of $108.3 million. This is mainly
due to negative revisions on several large loss-making contracts,
including the Bonga, OGGS, Sanha Bomboco and Burullus projects.
Settlement on all outstanding claims and variation orders on the

OGGS and Burullus projects was achieved with the respective cus-

tomers in fiscal year 2004, and the impact has been fully reflected in
fiscal year 2003 results because the settlements related to work com-
pleted before November 30, 2003.

In 2003, the gross profit in the AFMED region was depressed by the
continuing losses on legacy projects in West Africa and Egypt. These
projects were characterized by low margins at the tender stage, fur-
ther adversely affected by operational difficulties and cost overruns.
The outcome of protracted negotiation over disputed variation
orders and claims were in included in the 2003 result. In the NEC
region, favorable results were achieved on a number of Norwegian
and UK sector projects, particularly the Vigdis project extension and:

“the BP Madoes and Mirren projects. The successful resolution of the

Allseas Corrib project in the first quarter of 2004 is reflected in the
2003 results, as well as a provision for costs relating to umbilical cable
repair in the Norwegian sector. In the NAMEX region, substantial
losses incurred in the Duke Hubline project were only partly offset by
profitable results on a number of smaller, principally day rate jobs.
The SAM region reported substantial favorable gross margins on
long-term contracts involving the Seaway Condor and the Seaway
Harrier, reflecting SOSA’s local expertise. The AME region suffered
continuing weak gross margins in many of its numerous small proj-
ects in what continues to be a very competitive geographical segment.
The Corporate region reported favorable gross margins on two of the
stand-alone business units, particularly Serimer Dasa, but the favor-
able margins were offset by poor results in the Paragon Companies.

The gross profit for 2002 was $42.5 million compared with a gross -
profit of $94.4 million in fiscal year 2001. This degradation in trading
performance was due to loss-making turnkey projects, mainly the
OGGS and Burullus projects in the AFEMED region. In 2002, the gross
profit in the NEC region included an adverse variance attributable to
the Conoco CMS 3 project. Seabed soil conditions encountered dur-
ing the project differed significantly from those that had been antici-
pated, leading to significant increases in the duration of work and
associated expenditures. In the NAMEX region, there were improved
results in 2002 on subsea construction projects. The deterioration in
the AME region in fiscal 2002 from 2001 was attributable to a drop in
market conditions for construction and drill support ROVs.
Corporate gross profit was lower in 2002 because revenue earned by
certain ships and equipment did not cover fixed costs.
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Stolt Sea Farm Holdings plc

Operating Revenue

Operating revenue in 2003 increased 6% to $461.8 million from
$435.7 million in 2002, which was a 16% increase from $374.4 mil-
lion in 2001. The increase in operating revenue in 2003 is a result of a
combination of factors with offsetting effects. In the Americas region,
overall volumes harvested in 2003 were lower on the west coast of
Canada than in 2002 due to shortages of fish. The shortages resulted
from extraordinary mortalities in earlier years caused by viral and

- parasitic infections. Additionally, there were shortages in Chile due to

poor growing conditions for the fish in the early part of the 2003 and
disease. However, fish prices in the Americas increased from 2002 to
2003, due to a reduction in industry supply from Canada and zero

. growth from Chile in the first half of the year, so that overall operat-

ing revenue in the Americas region increased. In Europe, harvested
volumes increased generally in Norway and the UK due to the recov-
ery from extraordinary fish mortalities in 2001 that adversely affected
harvested volumes in 2002. The increase in harvested volumes in
Europe, partially drawn by the lifting of EU restrictions, reflected bet-
ter use of existing assets, better growing conditions, and changes in
the harvest planning and husbandry practices, which resulted in
more biomass of fish being available for harvest. Although a generally
weak pricing environment persisted, particularly for salmon pro-
duced in Norway, in 2003, operating revenue increased, with an
increase in harvested volumes. Volumes and prices in the Iberia
region were steady from 2002 to 2003, but the euro strengthened so
the results reported in U.S. dollars were higher and resulted in an
18% increase in operating revenue in this region. In the Asia Pacific
region, volumes overall in 2003 decreased mainly due to reduced
sales volumes in Japan where we deliberately cut back our trading
business as a result of operational and liquidity issues, and poor
prices for the bulk frozen trout and coho businesses. The price of
Southern bluefin tuna also decreased in 2003 from 2002. Overall, SSF
operating revenue in Asia Pacific decreased by 8% in 2003 from 2002.

The increase in operating revenue in 2002 was primarily due to
increased activity in the Asia Pacific trading operations, as well as the
inclusion of a full year of results for Eicosal in Chile which was
acquired in July 2001. Operating revenue for 2002 in the Norway
region fell 13% primarily due to a shortage of volumes following a
disease outbreak in 2001.

The total volume of Atlantic salmon, salmon trout and coho sold, in
gutted whole fish equivalent metric tons, assuming an average 60%
yield on processed products sold and excluding volumes sold inter-
company into Asia Pacific, was 97,800 metric tons in 2003, 93,700
metric tons in 2002 and 72,800 metric tons in 2001. Of the metric
tons sold, 61,300 metric tons, 59,600 metric tons and 51,100 metric
tons, in 2003, 2002 and 2001, respectively, was from SSF’s own pro-
duction, the remainder being sourced from other producers. The
increase in volume of SSF’s own production in 2003 mainly reflects
the increases in harvests in Europe, as described above. The increase
in volume of SSF’s own production in 2002 mainly reflects the addi-
tional volumes from the acquisition in 2001 of Eicosal in Chile.

Gross Profit (Loss) :

SSF incurred a gross loss of $20.1 million in 2003, and gross profits
of $8.0 million and $23.4 million in 2002 and 2001, respectively.
Gross margins were (4%) in 2003, 2% in 2002 and 6% in 2001.

The gross loss incurred in 2003 primarily reflects a very large adverse
swing in Asia Pacific, mainly due to poor market conditions for
trout, coho, and bluefin tuna in Japan as well as trading activities
and other transactions in Japan that we believe were improper and
unauthorized.

In 2003, we discovered that an employee in SSF’s Tokyo office had
been engaging in what we believe to be improper transactions and
unauthorized trading of seafood. More specifically, we believe the
employee made purchases of substantial quantities of various species
and represented to management that they were being simultaneously
sold in the market. This, however, was not the case and, consequently,
we held significant inventories of several species at a time of declin-
ing prices. These inventories were ultimately sold for a loss.
Additionally, we believe the employee engaged in various other
improper transactions which had the effect of diverting funds from
SSF for his direct or indirect benefit. The employee and all other
individuals believed to be involved in the improper transactions and
other unauthorized activities have since left SSF and certain other

regional senior managers in the Asia Pacific region, who are not sus-

pected of participating in such transactions and activities, have also
left SSF. A new general manager for SSF Japan has been hired and a
new interim President for SSF Asia Pacific has been reassigned from
SSF Europe to manage the operations until a permanent President is
appointed. We have made a claim under our fidelity insurance policy.
This policy has a claim limit of $5 million, and in the absence of any
acknowledgement of liability for the claim by the insurers, no insur-
ance recovery has yet been accrued. In addition, although the
Southern bluefin tuna ranching activity overall was profitable in the
Asia Pacific region, selling prices for our own ranched bluefin tuna
were approximately 20% lower in 2003 than in 2002, and not all the
tuna production was sold while inventories of traded tuna products
that we bought in the rarket in 2002, at higher prices, with the
intent of selling were sold at low or negative margins in 2003 follow-
ing further market price declines. SSF made lower of cost or market
provisions totaling $11.1 million at the end of 2003 against remain-
ing inventories of traded tuna and frozen salmon, trout and other
species, to reflect the weaker markets in Asia at the time. The total
combined impact of these factors resulted in SSF’s Asia Pacific opera-
tions reporting a gross loss of $25.3 million in 2003 compared to a
gross profit of $22.6 million in 2002. SSF’s Asia Pacific operations
outside of Japan generally operated with a positive gross profit in

, both 2003 and 2002,

Partly offsetting the reduction in gross profit in Asia Pacific was a
substantial improvement in the Americas region. Although volumes
overall were approximately 10% lower in 2003 than in 2002, market
prices were significantly higher as a result of lower industry harvests
in Canada and no industry growth in Chile in the first half of 2003.
Additionally, farming production costs were lower on the east coast
of Canada due to improved farming management practices, although
this was partially offset by higher marketing and distribution costs as
a result of our efforts to fulfill contractual obligations despite the
regional imbalances of production. In Europe, margins were better in
2003 compared to 2002, despite mostly lower selling prices in 2003,
due to better management of the European marketing function, the
lifting of the EU Agreement’s minimum import prices and a better
product mix than in 2002, Partially offsetting this were lower of cost
or market provisions SSF made to selected inventories in the
Americas and UK, and its halibut operations totaling $1.8 million,
primarily due to low market prices for these specific products.

The reduction in gross profit in 2002 reflects reductions mainly in
the Americas region and in Norway. In the Americas in 2002, sales of
trout and coho, which were part of the acquisition of Eicosal which
was completed in mid 2001, were made at low or negative margins
due to the very low market prices at the time. In addition, SSF’s west
coast activities in the Los Angeles seafood center suffered a sharp fall
in margins. In Europe, prices in 2002 were lower compared to 2001.
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Gross profits in Asia Pacific increased overall due to the substantial
increase in volumes traded, although margin percentages were slight-
ly reduced due to the change in the mix of business done towards
lower margin business, and squeezed profitability due to the strong
Norwegian kroner and the effect on input purchase costs.

Corporate and Other

Optimum Logistics Ltd. and SeaSupplier Ltd.

In April 2003, we completed the sale of substantially all of the assets
of OLL to Elemica, Inc., the leading chemical industry consortium.
Under the terms of the agreement, Elemica acquired the full technol-
ogy platform and the ongoing business operations of OLL. Based on
the terms of the sale, we realized a net gain in 2003 of $4.4 million, -
included in “(Loss) gain on disposal of assets, net” in the consolidat-
ed statement of operations. The net gain was mainly comprised of
the realization of a previously deferred gain from the sale of OLL
shares to Aspen Tech, less the recognition of an asset impairment
charge on Aspen Tech shares. Through the time of sale, OLL’s 2003
revenues were $0.6 million and costs were $3.4 million compared to
$1.0 million and $9.5 million for a comparable period in 2002.

SSL increased its revenues to $1.0 million in 2003 compared to $0.6
million in 2002. SSL signed a three-year agreement with BP Shipping
in-July 2003 for the licensing of its SeaManager procurement plat-
form and for implementation services for the BP Shipping fleet. SSL
also lowered operating costs to $5.4 million in 2003 from $6.9 mil-
lion in 2002 by reducing headcount and more efficiently managing

" information technology development and sales efforts. Reduced

information technology spending and the slow economy considerably
reduced technology software related spending by many potential cus-

tomers and continued to negatively impact sales efforts. We anticipate ‘

that the cash flow for SSL will continue to improve in 2004.

Liquidity and Capital Resources

Principal Sources of Liquidity

During 2003, 2002 and 2001 we met our cash needs through a com-
bination of (i) cash generated from operations, (ii) borrowings from
commercial banks, (iii} financing through sale/leasebacks of assets,
and (iv) asset sales.

SNTG generally operates with negative working capital, which reflects
the collection/payment cycle. Invoicing, for the tanker business usual-
ly takes place at or shortly after loading, while expenses that are
invoiced and paid within normal business terms are typically paid
near or subsequent to the end of a voyage. SOSA requires working
capital, as expenditures are often incurred on an ongoing basis
throughout a project while customers are typically billed only when a
specified level of progress is achieved on a project. In SSE, the pro-
duction cycle for Atlantic salmon takes two to four years, and for var-
ious other farmed fish species many more years; therefore, SSF
requires working capital to finance inventory.

Since the beginning of 2000 to November 30, 2003, we have through
SNTG (Liberia) and other subsidiaries (including SNTG) provided
new debt and equity funding of $164.0 million to SOSA, $257.0 mil-
lion to SSF, and $55.0 million combined to OLL and SSL. This fund-
ing was provided from a combination of cash flow from SNTG oper-
ating activities as well as the use of our credit facilities. In addition,
we have provided guarantees of SOSA’s obligations under its bank
guarantee facilities, some of which were supported by collateral. The
facilities provided for bank guarantees of up to an aggregate of
$104.3 million as of November 30, 2003. Since that time the aggre-
gate amount of bank guarantees available to SOSA under these facili-
ties has been reduced to $99.8 million as of May 31, 2004.
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The use of SN'TG operating cash flow and our financing capacity,
combined with operating losses and asset write-downs over the past
several years in SOSA and SSF and the maturities of our existing
loans, left us in the second half of 2003 with limited liquidity and in
potential breach of certain financial covenants with our lenders. In
August 2003, we paid $121.4 million of maturing debt: $65.0 million
of debt used to finance the building of certain ships and $56.4 mil-
lion on our Senior Notes. These payments significantly reduced the
amount of available credit remaining under our two revolving credit
facilities, as it was necessary to borrow from these facilities to pay the
maturing debt. In November 2003, we had $180 million maturing
under a revolving credit facility with a bank syndicate led by DnB
NOR Bank. Despite taking measures which included borrowing to
our maximum availability under our existing bank credit facility
agreements, selling certain assets, completing a sale and leaseback of
three ships and closing our positions under foreign exchange con-
tracts, which had positive value, sufficient cash and credit facilities
were not available to repay the maturing $180 million facility. We
were unable to negotiate a refinancing of the $180 million revolving
credit facility with the existing'bank syndicate. Additionally, our lig-
uidity probleéms at this time were exacerbated by the fact that finan-

‘cial institutions that had provided an aggregate of about $113 million

of uncommitted lines of credit to our local operations throughout
the world as of the end of the second quarter, May 31, 2003, began to

‘require that we repay all outstanding balances under these lines of

credit. As of the end of the third quarter, August 31, 2003, we had a
total of $76 million outstanding under such uncommitted lines of-
credit. By the end of the 2003 fiscal year we had repaid $39 million of
such outstanding amounts and were in discussions with the providers
of those lines with respect to a repayment schedule on the remaining
amounts.

During this time, we engaged in numerous discussions with the cred-
itors under our existing financing agreements regarding amendments
to these facilities or waivers to avoid defaults with respect to the
financial covenants contained in these facilities, in particular, the
ratio of consolidated debt to consolidated tangible net worth. We
sought and obtained a series of waivers. These waiver agreements
included increased interest rates for certain credit agreements. The
waiver agreements with the bank syndicate providing the $180 mil-
lion revolving credit facility included repayment extensions to pro-
vide time for us to replace this revolving credit facility. As of -
November 30, 2003, we were in compliance with the provisions of
our financing agreements, but only as a result of the waivers that our
creditors had granted to us. Ultimately, we announced on December
27, 2003 that we had received further waivers providing for covenant
relief through May 21, 2004 subject to certain conditions.

In January 2004, we sold 7.7 million of our Common Shares in a pri-
vate placement for aggregate proceeds of $104.2 miilion to non-affili-
ated investors. The Common Shares, which were held in treasury,

_ were priced at 92.75 Norwegian kroner per share, or approximately
" $13.50 per share.

Also in the first quarter of 2004, we completed certain transactions
that resulted in the deconsolidation of SOSA. See “Financial
Problems at SOSA” below. On February 19, 2004, we announced that
the deconsolidation of SOSA combined with our equity offering
would allow us to achieve compliance with the financial covenants in
the original borrowing arrangements with our primary creditors. We
subsequently allowed the waiver agreement with respect to the Senior
Notes to expire on February 20, 2004. Representatives of the holders
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of our Senior Notes informed us that the Senior Note holders
believed that upon the termination of the waiver agreement and the
deconsolidation of SOSA, we were in breach of certain covenants of
the Senior Notes. We informed the representatives of the Senior Note
holders that we disagreed with these assertions. On June 16, 2004, we
resolved the dispute with our Senior Note holders regarding the
asserted defaults under the Senior Notes and entered into an agree-
ment to amend the Senior Notes, Pursuant to the Amendment

" Agreement, a permanent waiver was granted by the Senior Note

holders in respect of the defaults they asserted. For additional infor-
mation, see “—Liquidity and Capital Resources—Indebtedness—The
Senior Notes” and Note 29 to the Consolidated Financial Statements.
Certain of the waivers obtained from the creditors also terminated on
February 20, 2004 as a result of the termination of the waiver agree-
ments with respect to our Senior Notes, Waivers that did not auto-
matically terminated on February 20, 2004, terminated on May 21,
2004 in accordance with their terms. To date, no other creditors,
other than the Senior Note holders, have informed us of any belief on
their parts of any breach of covenants as a result of such waiver ter-
minations.

On March 30, 2004, we entered into a ﬁve:year $130 million revolv-
ing credit facility arranged by a consortium of banks led by Deutsche
Bank AG. The facility was used to repay the $180 million revolving
credit facility, which was originally due on Novermber 26, 2003, and
was extended by agreement with the banking group. The interest rate
paid on the facility ranges from a rate of LIBOR+1.5% to
LIBOR+1.9%.

Financial Problems at SOSA

Significant operational and financial difficulties at SOSA contributed
to its 2003 consolidated loss. For the fiscal year ended November 30,
2003, SOSA reported a net loss of $418.1 million, primarily due to
cost overruns on several major projects and a number of smaller
projects. There was an aggregate negative impact of $216.0 million on
SOSA's net income attributable to changes in original estimates on
major projects. Additionally, SOSA recorded impairment charges
totaling $176.5 million against the carrying value of a number of
ships, barges, mobile assets and onshore equipment. SOSA reported a
net loss of $151.9 million in 2002, also due to unanticipated opera-
tional difficulties related to a number of major projects. Throughout
2003, SOSA experienced significant cost overruns on major projects,
particularly in its AFMED region. These operational problems were

_exacerbated by SOSA’s inability to recover cost over-runs that SOSA

believed it was owed by customers with respect to work performed
on major projects. These difficulties made it challenging for SOSA to
maintain compliance with the financial covenants contained in its
credit facilities. During 2003, SOSA engaged in numerous discussions
with and obtained waivers from the lenders under its Existing Credit
Facility Agreements to avoid defaults with respect to the financial
covenants contained in these facilities.

While SOSA was engaged in discussions with its primary creditors to
amend the financial covenants in its Existing Credit Facility
Agreements, it also took measures to ensure that it had sufficient lig-
uidity to fund its operations and to provide for a potentially protract-
ed period of negotiation with certain major customers regarding set-
tlement of claims and variation orders. These measures included bor-
rowing to SOSA’s maximum availability under its Existing Credit
Facility Agreements and closing its positions under foreign exchange
contracts, which had positive value. To assist SOSA in obtaining bank
walvers, in December, 2002, we agreed to make a $50 million SNSA
liquidity line available to SOSA and in July 2003, we agreed to make a
subordinated loan of $50 million to SOSA.

Subsequent to the end of the year, SOSA took a number of actions to
address its financial situation. On February 19, 2004, SOSA issued
and sold 45.5 million Common Shares in a private placement that
raised gross proceeds of $100.1 million. On April 20, 2004, SNTG
converted the Subordinated Note that it made to SOSA into SOSA
equity. Additionally, on May 28, 2004, SOSA completed an equity
offering which generated approximately $65.8 million in gross pro-
ceeds. Together, these measures have provided a $215.9 million
increase in SOSA’s shareholders’ equity before deduction of expenses.

In February 2004, SOSA entered into the New Bonding Facility,
which provided SOSA with the ability to offer bank guarantees and
other forms of surety that are often required to bid on and win new
business. Additionally, SOSA entered into an Intercreditor Deed that
incorporated changes to and superseded the covenants and security
arrangements in its Existing Credit Facility Agreements. We believe
that this will be sufficient to provide the bank guarantees that SOSA
will need in 2004, although we expect that SOSA will need to secure
additional bonding facilities for 2005 and beyond. SOSA’s recent his-
tory of losses and financial difficulties will make it more challenging
to arrange any additional bonding that may be needed.

Financial Outlook

Subsequent to the end of 2003 we took a number of actions that sig-

nificantly improved our financial position:

* on January 26, 2004 we sold 7.7 million of our Common Shares )
for gross proceeds of $104.2 million;

« on February 19, 2004, we converted 34 million SOSA’s Class B
Shares owned by us into 17 million SOSA Common Shares;

* on February 19, 2004 we sold two million of our SOSA
Commeon Shares for gross proceeds of $6.9 million;

« we deconsolidated SOSA, removing $387.5 million of debt from
our consolidated balance sheet; and

* on June 16, 2004, we resolved our dispute with our Senior Note
holders to remove any threat of a default.

These actions improved our consolidated debt to conselidated tangi-
ble net worth ratio, allowing us to regain compliance with the finan-
cial covenants contained in our financing agreements.

To improve our financial position going forward, we are taking the
following actjons: ' A

* we are limiting capital expenditures;
* we are closely monitoring our working capital needs;

» we will no longer provide funding for SOSA, subject to our obli-
gations under the SNSA Liquidity Line, which currently cannot
be funded because of restrictions contained in our existing
financing arrangements;

» we are limiting our funding of SSF; and

- we are actively exploring opportunities for raising new debt
financings to replace existing debt, in particular our Senior
Notes, which are due principal repayments of $96.6 million for
each of the next three years, and our Houston terminal facility
sale-leaseback where a $64.0 million principal payment is due in
January 2005.

We believe that our cash flow from operations and available credit
facilities will continue to provide the cash necessary to satisfy our
working capital requirements and capital expenditures, as well as to
make scheduled debt repayments and satisfy our other financial com-
mitments to at least the end of fiscal 2004. .

A&—(L@—‘/OLS page 38




MANAGEMENT DISCUSSION AND ANALYSIS

The options available to us in the event that operational results fall
below expectations or we incur significant unanticipated costs or
expenses, such as large fines or penalties as a result of the antitrust
proceedings or otherwise include: (1) raising new unsecured debt

to repay existing debt; (ii) raisinig new secured debt, primarily by
refinancing our Houston terminal as well as using our currently
uncollateralized Braithwaite terminal; (iii) engaging in sale leaseback
transactions; (iv) raising equity; (v) seeking approval from creditors
to defer existing scheduled loan repayments; (vi) deferring discre-
tionary capital expenditures; (vii) selling assets including our shares
in SOSA (subject to the terms of the Amendment Agreement for the
Senior Note holders); and (viii) seeking to obtain a waiver of
covenant breaches were they to arise.

At November 30, 2003, our cash and cash equivalents totaled $150.0
million, which included $81.9 million of SOSA cash and cash equiva-
lents. The $150.0 million cash balance was an increase from the prior
year level of $22.9 million, primarily resulting from the draw down of
the majority of our available credit facilities. Total consolidated debt
including short-term and long-term debt and capital lease obliga-
tions amounted to $1,699.7 million at November 30, 2003, of which

$1,246.9 million was secured by ships and other assets with a net car-’

rying value of $1,492.5 million and $452.8 million was unsecured. Of
the total debt outstanding at November 30, 2003, $387.5 million of
short-term and long-term debt and capital lease obligations was
owed by SOSA. Total consolidated operating lease commitments, as
of November 30, 2003, were $604.8 million, and $99.5 million of the
total operating lease commitments were SOSA’s. '

Through May 31, 2004, we have made debt payments of $216.9 mil-
lion and interest payments of about $41.6 million on our total debt
outstanding as of November 30, 2003 (excluding SOSA debt and
interest payments). This included repayment of the remaining bal-
ance of $160 million on the $180 million DnB NOR Bank credit
facility. Our scheduled principal and interest payments, excluding
SOSA, for the remainder of 2004 are approximately $146.7 million
and $37.4 million, respectively. For 2004, debt will increase by $69.7
million due to the new accounting rules that require us to consolidate
an off-balance sheet synthetic lease with respect to 12 ships. For addi-
tional information please see “—Off-Balance Sheet Arrangements—
Lease with Twelve Ships Inc.” In addition, on March 30, 2004, we
entered into a $130 million five-year secured revolving facility with
various lending institutions, including Deutsche Bank AG, as agent.
As a result, as of May 31, 2004, total debt after deconsolidation of
SOSA is estimated to be $1,266.3 million and our available cash bal-
ances are estimated to be in excess of $140 million. We are also obli-
gated to make payments under long-term operating lease agreements
for the remainder of 2004 that total approximately $70 million.

We have extended to SOSA a committed line of credit in the amount
of $50 million pursuant to a facility agreement effective as of
December 1, 2002 for working capital and other corporate purposes,
referred to as the SNSA Liquidity Line. This line remains available to
SOSA until November 28, 2004. However, we have informed SOSA
that our ability to fund a draw down under the SNSA Liquidity Line
is limited by the terms of our existing credit facilities and may be
prohibited in certain circumstances. SOSA has advised us that it does
not expect to utilize the SNSA Liquidity Line.

Our financing agreements include various financial covenants. Some
of our financing agreements provide for a cross default in the event
of a material default in another agreement. It is also possible that a
default under a credit facility agreement or the New Bonding Facility
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could result in a default under one of our financing arrangements.
This, in turn, could cause a cross default under one or more of our
other financing arrangements. In the event of a default that extends
beyond the applicable remedy or cure period, creditors may exercise
their remedies including accelerating repayment of amounts due to
them or seizing the collateral securing the debt. If this were to occur,
we could not pay off such indebtedness and could be forced to seek
protection under available insolvency or reorganization laws and reg-
ulations. We are currently negotiating with our lenders under the
financing agreement that contains a cross default provision relating
to a SOSA material default to remove such cross default provision,
although we can not assure you that we will succeed.

As of November 30, 2003, our loan agreements provide for cumula-
tive limitations on certain payments including dividend payments,
share repurchases, and investments and advances to non-consolidat-
ed joint ventures and other entities. Based on such limitations, we are
currently unable to pay any dividend, repurchase our shares or make
investments in or advances to joint ventures or other entities.

Cash Flows

Summary Cash Flows

(in thousands) . ' 2003 2002 2001

Net cash provided by operating .
activities $ 81,515 '$136,633 $123,069

Net cash used in investing activities (12,216) (28,164) (244,361)

Net cash (used in) provided by )
financing activities

Effect of exchange rate

55,850 (110,708) 117,600

changes on cash 2,017 247 (213)
Net increase (decrease) in cash v
and cash equivalents $127,166 $ (1,992) $ (3,905)

Cash Flows from Operating Activities

Cash flow from operations is derived principally from the collectlon
of receivables due from customers under contracts for SOSA and
under COA and spot contracts for SNTG. SSF's cash flow from oper-
ations is derived mainly from collection of receivables due from cus-
tomers. In 2003, we generated cash from operating activities of $81.5
million. This compares with $136.6 million and $123.1 million in
2002 and 2001, respectively. The movements between years are main-
ly due to the relative operational performances and working capital
requirements in those years.

Cash flows from Investing Activities

and Capital Expenditures -

Net investing activities utilized $12.2 million in 2003 compared to
$28.2 million in 2002 and $244.4 million in 2001. Significant invest-
ing activities during 2003 were (i) capital expenditures, described fur-
ther below, of $88.1 million, which were lower than previous years
primarily as a result of completing a multi-year parcel tanker new
building program in 2002 and the completion of certain SOSA ship
upgrades in 2002, and (ii) a $25.4 million increase in restricted cash,
which, based on agreement with our creditors, was placed in escrow
on November 13, 2003, to be available for drawdown by SOSA under
its committed liquidity line, but which was released back to us, with
interest, on February 12, 2004. Offsetting these uses of cash were (i)
proceeds of $102.7 million principally from the sale/leaseback trans-
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action with respect to three parcel tankers ($55.8 million), sale of
investments in Vopak and Univar ($16.5 million) and the sale of
Southern bluefin tuna quota rights at SSF ($25.8 million), and (ii)
$11.0 million of net receipts from affiliates of SOSA and SNTG.
Capital expenditures for the year include (i) capital expenditures of
$12.8 million for the terminal at Braithwaite, (ii) refurbishing and
upgrades of existing assets including parcel tanker life extension
dockings, refurbishment of tank containers, expansion of the termi-
nal at Houston, net and cage replacements for the SSF and improve-
ment of various SOSA assets, and (iii) the acquisition and upgrade of

- SSF facilities in Spain and Belgium. See “Factors Affecting our

Financial Condition and Results of Operations—Financial Matters—
Financing Issues at SNTG and SNSA” for information on the sale of
the Southern bluefin tuna quota. : \

Significant investing activities during fiscal year 2002 were (1) capital
expenditures of $122.6 million, as described in further detail below,
and (ii) payment of $60.6 million for the settlement of share price
guarantees.by SOSA which were agreed to as part of SOSA’s
December 1999 purchase of French offshore construction and engi-
neering company, ETPM. Offsetting these expenditures were $97.7

‘million in proceeds from the sale of ships and $30 million from the

sale of tank containers, which were both part of sale and leaseback
transactions, as well as $30 million in sales of other assets, for $158.0
million in total. Capital expenditures for the year include (i) final
payments of $11.7 million for a newly built tanker; (ii) capital expen-
ditures of $8.8 million for the terminal at Braithwaite, (iii) refurbish-
ing and upgrades of existing assets including parcel tanker life exten-
sion dockings, remanufacture of tank containers, development and
implementation of an internet-based operating system in the tank

_container business, ship upgrades and improvements at SOSA, and

(iv) various projects for SSF including the acquisition and upgrade of
SSF facilities in Chile, Hong Kong, Norway and the UK.

Net investing activities utilized $244.4 million in 2001. Significant
investing activities during the year were (i) capital expenditures of
$202.9 million, as described in further detail below, (ii) acquisitions
of subsidiaries, primarily at SSF as previously discussed, for $80.7
million, and (iii) payments of $31.2 million for investments in affili-
ates and others. Offsetting these expenditures were (i) $77.0 million
of proceeds from sale of assets ($69.7 million for the sale of Perth
Amboy and Chicago terminals), and (ii) $2.5 million for the decrease
of restricted cash deposits. Capital expenditures for the year include
(i) progress-payments on new buildings under construction and final
delivery payment on one Spanish new building for SNTG, (ii) the
purchase of new tank containers, and (iii) progress payments of $43
million on the construction of a terminal at Braithwaite.
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Capital Expenditures

Capital asset expenditures by business over the last three years are
summarized below. There were no significant divestitures during the
three-year period. , :

For the years ended November 30,

(in millions) 2003 2002 2001
SNTG:
Tankers $11 $ 17 $43
Tank Containers 2 3 9
Terminals 24 19 58
Total SNTG 37 39 110
SOSA 22 55 63
SSF 29 29 26
Corporate and Other - - 4.
Total SNSA $88 $123 $203

Cash Flows from Financing Activities

Net cash provided by financing activities totaled $55.9 million in fis-
cal year 2003 compared to $110.7 million in fiscal year 2002 and
$117.6 million in fiscal year 2001. The principal uses of cash for
financing activities in fiscal year 2003 were repayments of long-term
debt and capital leases totaling $239.4 million which included $102
million of ship mortgage payments, $56.4 million of payments on the
Senior Notes, $80 million of payments on SOSA bank credit facilities,
$13.8 million payment of 2002 dividends, and $13.5 million for the
repurchase of shares by SOSA that had been issued as consideration
in connection with the purchase of SOSA’s interest in NKT Flexibles.
In connection with such acquisition, SOSA had guaranteed that such
shares would achieve certain minimum values by a certain date and
repurchased the shares for the guaranteed price. The significant
source of 2003 funding included an increase of $147.1 million in
loans payable to banks as a result of us drawing down our available
credit facilities.

The principal uses of cash for financing activities in fiscal year 2002
were (i) the repayment of long-term debt and capital leases of $134.0
million which included $51 million of ship mortgage payments, $37
million of payments on unsecured notes, $14 million of payment for
tank container leases and $24 million in SOSA capital lease pay-
ments, (ii) $13.8 million payment of 2001 dividends and (iii) $56.5
million of payments in connection with the repurchase of shares by
SOSA. The significant sources of 2002 funding included proceeds of
$50.2 million from issuance of long-term debt related, primarily, to
an SNTG ship financing and an increase of $45.2 million in borrow-
ings from banks. .

Net cash provided by financing activities totaled $117.6 million in
2001. The principal uses of cash were the repayment of long-term
debt of $82.2 million and payment of dividends of $13.8 million.
The significant sources of 2001 funding included (i) increase of $77.5
million of long-term debt, consisting of an additional $70 million
drawdown on an existing line of credit by SOSA that is secured by
first mortgages on certain ships with a negative pledge on other exist-
ing SOSA assets, (ii) increase of $144.2 million in loans payable to
banks, and (iii) $1.3 million in proceeds from the exercise of stock
options for the shares of SNSA and of SOSA.
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Indebtedness

Qur total consolidated debt was $1,699.7 million, $1,652.1 million
and $1,692.8 million as at November 30, 2003, 2002 and 2001,
respectively, as set forth in the table below:

For the years ended November 30,
(in thousands) : 2003 2002 2001

Long-term debt (including
current portion)
Capital lease obligations

$1,220,151 $1,319,385 $1,383,319

(including current portion) 98 692 24,952
Short-term bank loans 479,448 331,985 284,043
Total debt $1,699,697 $1,652,062 $1,692,814

Short-Term Debt

Short-term debt consists of debt obligations to banks maturing with-
in one year, general operating lines of credit and bank overdraft facil-
ities. At the dates reported, it also included drawdowns under facili-
ties established to support bids made by SOSA on new projects.
Because of the deconsolidation of SOSA, such drawdowns will not be
included going forward. Amounts borrowed pursuant to these facili-
ties bear interest at rates ranging from 1.05% to 11.4% for 2003, from
1.0% to 12% for 2002 and from 1.4% to 7.8% in 2001. The weighted
average interest rate was 2.4%, 2.5% and 4.7% for the years ended
November 30, 2003, 2002 and 2001, respectively.

Long-Term Debt and Capital Lease Obligations

Long-term debt consists of our Senior Notes, debt secured by our
mortgages on our ships and bank debt. It does not include the off-
balance sheet arrangement discussed below. Qur capital lease obliga-
tions consist primarily of equipment leases. Our long-term debt and
capital lease obligations were approximately $1,220.2 million,

$1,320.1 million and $1,408.8 million as of fiscal year end 2003, 2002

and 2001, respectively, as set forth below:

For the years ended November 30, )
(in thousands) 2003 2002 2001

Long-term debt $1,220,151 $1,319,385 $1,383,819
Capital lease obligations 98 692 24,952
Less: Current maturities (242,582) (165,067) (133,016)

$ 977,667 $1,155,010 $1,275,755

Annual principal payments of long-term debt and capital lease obli-
gations for the debt balance as of November 30, 2003 is as follows:

(in thousands)

2004 $ 242,582
2005 © 483,718
2006 ) 156,279
2007 106,169
2008 77,207
Thereafter 154,294~
$1,220,249
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The Senior Notes

Our wholly owned subsidiary, SNTG (Liberia), is the borrower on
three separate issuances of Senior Notes. We have guaranteed SNTG
(Liberia)’s obligations under each series of the Senior Notes. The first
series of notes was issued in two tranches in 1996 in the aggregate
principal amount of $187 million (the “1996 Notes”). The first
tranche of $30 million was paid upon maturity on November 30,
2002. The outstanding 1996 Notes have a final maturity on August
31,2006. On August 31 of each year until repayment in full, a
required principal payment in respect of the 1996 Notes in the
amount of $31.4 million is due and payable. As of November 30,
2003, there was an aggregate principal amount of $94.2 million out-
standing under the 1996 Notes. The second series of notes was issued
in 1997 in the aggregate principal amount of $125 million with a
final maturity on‘August 31, 2007 (the “1997 Notes”). On August 31
of each year until repayment in full a required principal payment in
respect of the 1997 Notes in the amount of $25 million is due and
payable. As of November 30, 2003, there was an aggregate principal
amount of $100 million outstanding under the 1997 Notes. The final
series of notes was issued in 1998 in the aggregate principal amount -
of $216 million with a final maturity on June 18, 2013. Of this
amount, $201 million reflect series A 1998 Notes (“Series A Notes”)
and $15 million reflect series B 1998 Notes (“Series B Notes”). In
respect of the Series A Notes, on June 18 of each year until repayment
in full of the Series A Notes, a required principal payment in'respect
of such notes in the amount of $40.2 million is due and payable. In
respect of the Series B Notes, a required principal payment of $6.0
million is due on June 18 of 2009 and 2010, followed by annual prin-
cipal payments of $1.0 million for years 2011, 2012, and 2013. As of
November 30, 2003, the full principal amount remained outstanding
under the 1998 Notes. The stated interest rates are 8.48% on the 1996
Notes, 7.51% on the 1997 Notes, 6.96% on the Series A Notes and
7.11% omn the Series B Notes, but are subject to adjustment based on
the ratio of specified debt to consolidated tangible net worth. The
1996 and 1997 Notes bear fixed interest rates as of November 30,
2003 of 9.48% and 8.51% respectively. The 1998 Series A Notes and
Series B Notes bear fixed interest rates of 7.96% and 8.11% respec-
tively. During the 2004 fiscal year, principal payments under the
Sénior Notes in the amount of $40.2 million are due on June 18, 2004
and $56.4 million are due on August 31, 2004.

Each of the three agreements evidencing the Senior Notes contains
substantially similar affirmative and negative covenants. These
covenants include covenants requiring minimum levels of consolidat-
ed tangible net worth, not more than a 2.0:1.0 ratio of consolidated
debt to consolidated tangible net worth and not more than a 2.0:1.0

- ratio of consolidated debt less unsecured debt of SNTG (Liberia) to

consolidated tangible net worth. Furthermore, the covenants include
restrictions on: the payment of dividends and the purchase of stock;
mergers and the sale of assets; placement of liens on the stock of sub-
sidiaries of SNTG (Liberia) (which includes most of our subsidiaries,
including SNTG and SSF); guarantees on obligations of non-sub-
sidiaries subject to certain exceptions; and transactions with affiliates.
In September 2003, SNTG (Liberia) obtained waivers under each
note agreement of compliance with the consolidated debt to consoli-
dated tangible net worth ratio. Subsequent waiver agreements
extended the effectiveness to November 26, 2003, then to December
15,2003, and finally to May 21, 2004. :
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On February 20, 2004, the waiver agreements with respect to the
Senior Notes were terminated. Representatives of the holders of our
Senior Notes informed us that the Senior Note holders believed that
upon termination of the waiver agreement and the deconsolidation
of SOSA, we were in breach of éach of: (i) the consolidated debt to
consolidated tangible net worth covenant; (ii) the limitations on divi-
dends and stock purchases; (1ii) the limitations on consolidations and
mergers and sales of assets; and (iv) the limitation on guaranties
under the Senior Note agreements. We informed the representatives
of the Senior Note holders that we disagreed with these assertions.

On June 16, 2004, we resolved the dispute with our Senior Note hold-
ers regarding the asserted defaults under the Senior Notes and
entered into the Amendment Agreement to amend the terms of the
Senior Notes. Pursuant to the Amendment Agreement, a permanent’
waiver was granted by the Senior Note holders in respect of the
defaults they have asserted. The Amendment Agreement also provid-
ed us with a $50 million restricted payment basket for investments in
joint ventures (other than investments in SOSA). Of this basket, $25
million would be available on the modification of the Senior Notes as
contemplated in the Amendment Agreement and the remaining $25
million would become available when we make all scheduled amorti-
zation payments due on the Senior Notes in 2005.

In return for the waiver granted by the Senior Note holders and the
increase in the permitted investment basket, we agreed to pay an
aggregate consent fee of approximately $1.3 million and additional
annual fees equal to, at the time of determination, 1% of the out-
standing principal amount of the Senior Notes. In addition, we have
granted the Senior Note holders a security interest in.our SOSA and
SSF shares and certain inter-company balances owed to us by SSE

Pursuant to the Amendment Agreement, the 1% fee will be reduced
by 50% after the 2005 amortization payments are made if the Senior -
Note holders do not agree at that time to release all of the collateral
under the Senior Notes, at the Senior Note holders’ option. Upon the

.reduction of the principal amount of the Senior Notes to $200 mil-

lion or less, the collateral will be released to the extent that the value
of the collateral exceeds 125% of the aggregate principal amount of
the Senior Notes, it being understood that if at any time after such
release the value of the collateral drops below 110% of the aggregate
principal amount of the Senior Notes, we must either (i) provide
additional collateral or (ii) offer to repay an amount of Senior Notes
at par, in each case, in order that the value of the collateral will be at
least 125% of the aggregate principal amount of the Senior Notes. All
collateral will be released and the 1% or 0.50% fee, as the case may
be, terminated if SNSA receives an investment grade rating on the
Senior Notes.

The Stolt Fleet Loan with Danish Ship Finance

On November 20, 2002, we entered into a term loan agreement with
Danish Ship Finance as lender in connection with the financing of 14
previously financed oceangoing ships. The new term loan agreement
combined the 14 refinancings without changing the financial terms
of the individual loans while making adjustments to reflect a change
in ship ownership structure within certain of our indirect wholly
owned subsidiaries. Stolt Tankers Finance B.V., our wholly owned
subsidiary, is the borrower under this facility and each financing of a
ship is segregated into its own tranche under the loan agreement. The
aggregate outstanding balance of all tranches under this loan agree-
ment as of November 30, 2003 was $301 million. Each tranche bears
its own interest rate, ranging from 2.1% to 8.6%, and each tranche
has its own repayment schedule. During the 2004 fiscal year, the
aggregate amount of all mandatory principal repayments due is $38.8,
million. The loan agreement matures on November 25, 2013.
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Each of the 14 oceangoing ships is mortgaged by the respective owner
of such vessel as security in support of the aggregate amount of all
loans. Each such owner is an indirect wholly owned subsidiary and
has, in support of the borrower’s obligations under the loan agree-
ment, also granted a security interest in the earnings and insurances
generated by the operation of its respective vessel (or in the case of
insurances, pledged the proceeds received in respect of damage to or

“loss of such vessel). The obligations of the borrower under the loan
agreement are also guaranteed by SNSA, SNTG (Liberia) and each
owner of a vessel mortgaged in support of such obligations.

The facility contains affirmative and negative covenants, including,
but not limited to: ship maintenance requirements; asset value cover-
age tests requiring the fair market value of all the ships mortgaged in
support of the borrower’s obligations under the loan agreement to at
all times be at least 125% of the total debt outstanding under the
loan agreement; restrictions on the transfer of ownership of any
mortgaged ship; restrictions on borrowings by the borrower not con-
templated by the loan agreement; limitation on the grant of a securi-
ty interest in the assets of the borrower or any mortgaged vessel
owner; and limitation on the grant of a security interest in the shares
of stock of SNTG (Liberia), the borrower, SNTG and certain other of
its subsidiaries.

The Stolt Achievement Loan with Danish Ship

Finance and DVB Bank AG

On May 20, 2003 a term loan agreement, collateralized by a mortgage
on the Stolt Achievement, with Danish Ship Finance as agent and co-
lender and DVB Bank AG acting as the other co-lender was adjusted
to reflect a change in ownership structure within certain of our indi-
rect wholly owned subsidiaries. The loan on the Stolt Achieverent
bears interest at LIBOR plus 0.65% and had an outstanding balance
as of November 30, 2003 of $35.7 million. In December 2003, this
interest rate was further increased by 100 bps through letter agree-
ment with Danish Ship Finance and DVB Bank AG. The terms of the
loan agreement, including, without limitation, the affirmative and
negative covenants, are substantially similar to those in the Stolt Fleet
Loan described above. Semi-annual principal payments of $1.8 mil-
lion are due each May and November. The loan agreement matures
in November, 2013.

The 3275 Million Revolving Credit Facility

On July 19, 2001, we entered into the $275 million secured revolving
loan facility with various banks party thereto, including HSBC
Investment Bank plc as facility agent. There was $250 million out-
standing under this facility as of November 30, 2003. The interest
rates applicable to loans under this facility range from LIBOR plus
0.85% to LIBOR plus 1.25% depending upon the level of consolidat-
ed indebtedness to consolidated EBITDA. In Septgmber 2003, this
interest rate range was increased by 100 basis points (“bps”) effective
as of August 31, 2003. Furthermore, in December 2003, the waiver
agreement again amended the applicable interest rate range by pro-
viding for a temporary 75 bps increase during the time that the
mortgaged ship value was less than 125% of the indebtedness out-
standing under the facility provided that such further increase would
only be effective ¢ iring the period of such shortfall.
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The facility matures on July 19, 2006. SNTG (Liberia) is the borrower
under this facility. There are no scheduled repayments of principal
under this facility other than at maturity. Seven oceangoing ships are
mortgaged as security in support of the $275 million revolving credit
facility and, in addition, the owners of the mortgaged ships have each
granted a security interest in the earnings and insurance proceeds
generated by their respective mortgaged ship. SNSA and each owner
of a mortgaged ship under this facility are guarantors of the obliga-
tions of the borrower under the facility.

The facility contains affirmative and negative covenants, including,
but not limited to, financial covenants requiring minimurmn levels of
consolidated tangible net worth, maintenance of a maximum ratio of
consolidated debt to consolidated tangible net worth of 2.0:1.0,
maintenance of a minimum ratio of consolidated EBITDA to consol-
idated interest expense of 2.0:1.0, as well as a mortgaged ship value
equal to 125% of the indebtedness outstanding under the facility. The
facility also sets forth, among other things: ship maintenance require-
ments; limitation on additional liens on the assets of the mortgaged
ship owners; limitations on mergers and sales ‘of assets; and restric-
tions on the ability of certain subsidiaries of the borrower to incur
debt or enter into synthetic leases other than with another member
of our consolidated group. As of May 31,2004, the outstanding bai-
ance under the facility was $240 million, the maximum available
based on the value of the ship collateral.

The $240 Million Revolving Credit Facility

On November 26, 1996, we entered into a $240 million multicurren-
cy revolving facility with various banks party thereto, including DnB
NOR Bank as facility agent. The interest rate applicable to the loans
under this facility ranged from LIBOR plus 0.35% to LIBOR plus
0.40% depending upon the date of calculation. For the first five years
the facility drawings accrued interest at LIBOR plus 0.35% and for
the remaining two years interest accrued at 0.40%. In September
2003, this interest rate was further increased by 100 bps through
amendment effective as of August 31, 2003. The interest rate. was fur-
ther increased by 100 bps through amendment effective December

" 15,2003 and by an additional 60 bps effective December 29, 2003.

The facility was originally scheduled to mature on November 26,
2003 but was extended by amendment until May 21, 2004. SNTG
(Liberia) was the borrower under this facility. On March 30, 2004, we
repaid the amounts which remained outstanding under this facility
($140 million at the time) with the proceeds received from our new

* $130 million revolving loan facility referred to below and from avail-

able cash. As of November 30, 2003, the total outstanding amount
under the facility was $160 million.

Ten oceangoing ships were mortgaged as security in support of the
$240 million multicurrency revolving facility agreement, and, in
addition, the owners of the mortgaged ships each granted a security
interest in the earnings and insurance proceeds generated by their
respective mortgaged ship. We and each owner of a mortgaged ship
under this facility were guarantors of the obligations of the borrower
under the facility. Upon repayment of the amounts due under the
facility agreement, the ships were released from their security inter-
ests and were thereafter pledged, together with a previously unen-
cumbered vessel, in support of the $130 million revolving loan facili-
ty described below.
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$130 Million Revolving Credit Facility

On March 30, 2004, we entered into a $130 million five-year secured
revolving facility with various lending institutions, including
Deutsche Bank AG as agent. The interest rate applicable to the loans
under this facility range from LIBOR plus 1.50% to LIBOR plus

_1.90% depending upon the level of consolidated indebtedness to con-
solidated EBITDA. The proceeds of this facility were used to repay
the outstanding borrowing under the $240 million multicurrency
revolving facility referred to above. As of March 30, 2004, $120 mil-
lion of this facility was drawn, the current maximum loan availabili-

" ty. Under the terms of the facility $10 million is unavailable for draw-
down until the $50 million SNSA Liquidity Line terminates on
November 28, 2004. Also under the terms of the facility, the maxi-
mum loan availability is reduced every six months by $9.3 million
beginning September 2004 and any amount borrowed and repaid
may be reborrowed. We have mortgaged 11 ships as security in sup-
port of the obligations of the borrower under this facility and the
subsidiaries owning these vessels have also granted security interests
in the earnings and insurance proceeds generated by such vessels.

The facility contains affirmative and negative covenants, including,
but not limited to, financial covenants requiring minimum levels of
consolidated tangible net worth, maintenance of a maximum ratio of
consolidated debt to consolidated tangible net worth of 2.0:1.0,
maintenance of a minimum ratio of consolidated EBITDA to consol-
idated interest expense of 2.0:1.0, as well as mortgaged ship value
equal to 125% of the indebtedness outstanding under the facility. The
facility also sets forth among other things; ship maintenance require-
ments, limitation on additional liens on the assets of the mortgaged
ship owners, limitations on mergers and sales of assets, restrictions
on investments, restrictions on loans and advances to SSF, prohibi-
tion of advances to SOSA under the existing liquidity line agreement
and restrictions on the ability of certain subsidiaries of the borrower
to incur debt or enter into synthetic leases other than with another
member of our consolidated group.

‘We and each owner of a mortgaged ship under this facility are guar-
antors of the obligations of the borrower under the facility.

The $65 Million Loan Agreement

On August 14, 1998, we entered into a $65 million loan agreement
with various banks party thereto, including Citibank International
Plc as agent to finance the construction of three oceangoing vessels.
The interest rate applicable to the loans under the facility was LIBOR
plus 0.5%. The loan agreement matured and was repaid on August
14, 2003. Our wholly owned subsidiary, Finanziaria Marittima S.r.L.
was the borrower under this facility.

The three oceangoing ships were mortgaged as security in support of
the $65 million loan agreement, as well as party to charter arrange-
ments entered into for the benefit of the lenders under this loan
agreement. Upon repayment of the loan agreement the ships were
released from their security interests and were subsequently sold in
connection with a sale-leaseback transaction arranged by Dr. Peters

GmbH & Co. described below.

For additional information on our long-term debt and capital lease
obligations, please see Note 16 to the Consolidated Financial
Statements. '
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Houston Port Development Bonds and

Facility Sale-Leaseback

On January 1, 1989, $9.6 million in port development adjustable
tender Marine Terminal Refunding Revenue Bonds were issue on
our behalf by the Port Development Corporation to various investors
for financing the expansion of our port terminal located in Houston.
We also entered into a letter of credit agreement in order to issue a
letter of credit for the benefit of the trustee and the holders of the
port development bonds to support payments under such bonds.
Our wholly owned subsidiary Stolthaven Houston, Inc. is the obligor
under the letter of credit agreement. The bonds mature in 2011. On
February 1, 1997, we amended the terms of the letter of credit agree-

~ ment and replaced the former agent thereon with the Canadian

Imperial Bank of Commerce. As of November 30, 2003 there were no
amounts drawn on the issued letter of credit.

In support of the bonds, Stolthaven Houston, Inc. has also entered
into a mortgage of the property on which the Houston port is situat-
ed and has granted a security interest in the proceeds generated by
operation of the port facilities. We have guaranteed Stolthaven
Houston, Inc’s obligations under the letter of credit agreement.

Stolthaven Houston, Inc. is required to comply with certain affirma-
tive and negative covenants provided in the letter of credit agree-

. ment, including, without limitation, property maintenance require-

ments, limitations on mergers and limitation of transfer of assets. We
are required to comply with certain affirmative and negative
covenants provided in the guaranty, including, without limitation,
certain financial reporting requirements and financial covenants

_ requiring minimum levels of consolidated tangible net worth and

maintenance of a maximum ratio of consolidated debt to consolidat-
ed tangible net worth of 2.0 to 1.0.

On June 2, 2004, the bonds were redeemed and the note holders were
paid in full. This mandatory redemption was made after the letter of
credit supporting the notes could not be extended.

On January 29, 1998 we entered into a sale-leaseback arrangement
with respect t6 the Houston port terminal property. This transaction
was agented by the Canadian Imperial Bank of Commerce. From and
after November 30, 2003 until expiration of the lease, approximately
$66 million in lease payments are due from Stolthaven Houston, Inc.
In 2004, lease payments totaling $2.0 million are due.

We have guaranteed the lease payments. A leasehold mortgage has
been granted on the port facility to secure our obligations in favor of
the note holders under the owner-trustee loan agreement.

The underlying agreement contains covenants applicable to us and
Stolthaven Houston, Inc., as lessee, and the guarantors, including,
without limitation, restrictions on mergers. In addition, we are

required to comply with certain financial covenants requiring mini-
mum levels of consolidated tangible net worth and maintenance of a
maximum ratio of consolidated debt to consolidated tangible net
worth of 2.0 to 1.0.

The lease will terminate on January 29, 2005 and the lessee at such
time is required to pay $64 million together with all accrued and
unpaid interest and fees thereon.

SSF Overdraft Facility

On November 27, 1995, we entered in to a multi-currency overdraft
loan facility with DnB NOR. This facility has been amended 10 times,
with the latest amendment effective as of March 31, 2004. The facility
is segregated into two tranches. Tranche A is a revolving loan tranche
and Tranche B is an overdraft loan tranche. As of March 31, 2004
Tranche A loans accrue interest at the Norwegian Interbank Offered
Rate (“NIBOR”) plus 3.0% for drawings in NOK and LIBOR plus
3.0% for drawings in other currencies available in the London
Interbank Eurocurrency market. As of March 31,2004, Tranche B
rates for debit amounts is equal to the DnB NOR Bank’s prime debit
rate less 3.0% (and the rate for Tranche B credit amounts is equal to
DnB NOR Bank’s prime credit rate less 1.0%.). Stolt Sea Farm A/S is
the borrower under each tranche and its obligations under the facility
are guaranteed by SNTG (Liberia) and Stolt-Nielsen S.A. as guaran-
tors of first and second resort, respectively. The borrower is subject to
certain covenants, including, without limitation, reporting require-
ments and limitations on mergers. The borrower has granted a secu-
rity interest in favor of its stock of live fish and other inventory.

There are no scheduled repayments other than on the maturity date
of the facility. This committed facility has been regularly renewed on
an annual basis. Beginning in fiscal year 2004, the loan renewal peri-
od was reduced to three months with a February 29, 2004 maturity
date. On maturity, the loan was renewed for a six-month period, with
August 31, 2004 becoming the new maturity date. At each renewal,
the terms, including the maximum loan amount, have been subject
to change. Since November 30, 2003 the facilities maximum loan
amount has been reduced from a high of about $29.2 million in 2003
to approximately $22.0 million currently.

Contractual Obligations

‘We have various contractual obligations, some of which are required
to be recorded as liabilities in our Consolidated Financial Statements,
including fong-term debt and capital lease commitments. Our oper-
ating leases, performance guarantees and other executory contracts
are not required to be recognized as liabilities on our balance sheets.
Other purchase obligations were not material. The following summa-
rizes our significant contractual obligations as of November 30, 2003,
including those reported in our balance sheet and others that are not:

Less than ‘More than
(in millions) Total 1 year 2-3 years 4-5 years 5 years
Contractual cash obligations v
Long-term debt obligations $1,220.1 $242.5 $640.0 $183.4 $154.2
Capital lease obligations 0.1 0.1 , - - -
Operating leases ‘ 604.9 $119.4 $242.8 $160.0 3 82.7
Long Term Fixed Rate Debt Interest Payments (1) 157.9 50.2 69.1 28.3 10.3
Total contractual cash obligations: $1,983.0 $412.2 $951.9 $371.7 $247.2
(1) Includes only fixed rate long-term debt since variable rate debt depends on the interest rate at future periods.
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MANAGEMENT DISCUSSION AND ANALYSIS

Operating Leases

Our operating lease commitments were $604.9 million as of the end
of fiscal year 2003, as compared to $595.4 million at the end of fiscal
year 2002 and $216.7 million at the end of fiscal year 2001. As of
November 30, 2003, we were obligated to make payments under
long-term operating lease agreements for tankers, land terminal facil-
ities, tank containers, barges, construction support, diving support,
survey and inspection ships, equipment and offices, Certain of the
leases contain clauses requiring payments in excess of the base
amounts to cover operating expenses related to the leased assets.

Operating Lease Commitments

Minimum annual lease commitments, including the SSF tuna quota
rights commitment as discussed in Note 7 to the Consolidated
Financial Statements, and sublease income under agreements which
expire at various dates through 2011 are as follows:

(in thousands)

2004 ) $119,418
2005 ) 119,769
2006 123,074
2007 . . N 85,239
2008 74,764
Thereafter 82,592
604,856
Less ~ sub-lease income (28,327)
Total ) "~ $576,529

For additional information on our operating leases and certain of the
specific commitments that are included in the above table, please see
Note 17 to the Consolidated Financial Statements and “Off-Balance

Sheet Arrangements” below. -

Sale/Leaseback of Three Parcel Tankers

In the third quarter of fiscal year 2003, we sold three chemical parcel
tankers, with a net book value of $51.1 million, for $50 million in
cash proceeds to Dr. Peters Gmbh. Such tankers were also leased
back, and the resulting loss of $1.1 million of the sale/leaseback
transaction was recorded in the operating results for fiscal year 2003
and is included in “(Loss) gain on disposal of assets, net.” As of
November 30, 2003, we were obligated to make minimum lease pay-
ments under the charter hire agreements for the three tankers of
approximately $51.1 million, expiring in 2008.

Time-charter of Nine Ships :

To replace ships that may be scrapped or reassigned into less
demanding trading activities because of age, we have entered into
agreements with various Japanese ship owners for time-charters
(operating leases) for nine stainless steel ships commencing during
the period 2003 to 2006. These agreements are for an initial period of
59 months and include an option to extend the agreements for up to
nine additional years. We also have the option to purchase each ship
at predetermined rates at any time after three years from the delivery
of the ship. We have commitments for the initial periods of these
operating leases of approximately $242 million for the period 2004
through 2011, which are included in the operating lease commitment
schedule above.

Off-Balance Sheet Arrangements

In addition to the obligations recorded on our balance sheet, we have
certain commitments and contingencies that may result in future
cash requirements that are not recorded on our balance sheet. In
addition to the long-term debt, capital lease obligations and operat-

2.0 0 3 annual repor t

ing leases discussed above, these off-balance sheet arrangements con-
sist of arrangements with VIEs, guarantees of third-party debt, and
the retained and contingent interests discussed below. For additional
information about our commitments and contingent liabilities,
please see Notes 18, 19 and 20 to the Consolidated Fmanqal
Statements.

Lease with Twelve Ships Inc.

We have sold 12 parcel tankers to a VIE, Twelve Ships Inc., with

3% of contributed outside equity, which was established for the sole
purpose of owning the ships. The ships are mortgaged by the VIE
as collateral for the related financing arrangement described below.
The holders of the financing arrangement retain the risk and the
reward, in accordance with their respective ownership percentage.

On March 27, 2002 we entered into a synthetic lease arrangement
with respect to twelve of our chemical parcel tankers. Upon
consummation of the transaction the tankers were sold to Twelve
Ships Inc., as described above, which financed the.acquisition of such
tankers through both the issuance of equity and debt to certain
financial institutions. The facility is agented by DnB NOR Bank. Our
wholly owned subsidiary Stolt Tankers Leasing, B.V. is the

charterer of each vessel subject to the lease and as of November 30,
2003 owed $64.3 million in payments under such charters to Twelve
Ships Inc. Payments due under the charters in 2004 will amount

to $21.6 million. Upon expiration of the charter, the tankers may

be repurchased from Twelve Ships Inc. for a residual value of

$12.0 million. '

We hdve guaranteed the obligations of the charterer. The chemical
tankers are subject to mortgages for the benefit of the Twelve Ships
Inc. debt. )

The facility contains affirmative and negative covenants applicable to
the charterer and the guarantors, including, but not limited to a min-
imum required consolidated tangible net worth, a maximum ratio of
consolidated debt to consolidated tangible net worth of 2.0 to 1.0,
and a minimum ratio of consolidated EBITDA to consolidated inter-
est expense of 2.0 to 1.0. Other covenants applicable to the charterer
and the guarantors include: limitations on merger and sales of assets;
limitations on changes in management; limitations on sale of the
charterer; and requirements as to maintenance of the vessels. Under
the requirements of FIN 46, we have determined that the entity
would be classified as a VIE and, as such, we will be required to con-
solidate the entity in our financial statements for fiscal year 2004.

* As of November 30, 2003, Twelve Ships Inc. had property,‘ plant and

equipment of $40 million, net of the previously deferred gain, debt
obligations of $69.7 million and equity from unaffiliated third parties
of $1 million.

Equipment Lease Agreements

Under two tank container leases, one entered as of May 25 2000 and
the other as of March 27, 2002, Stolt Tank Containers Leasing Ltd., as
lessee, owes approximately $82.3 million in lease payments over the
course of the respective leases, including the return option costs, to
Pitney Bowes Credit Corporation, Dresdner Kleinwort Wasserstein
Leasing, Inc., ORIX Financial Services and John Hancock Life
Insurance Company. We have-guaranteed the obligations of the lessee
under each lease and we are subject to certain negative covenants
which include: restrictions on the sale or encumbrance of the lessee’s
capital stock; restrictions on merger and sale of assets; and a financial
covenant specifying the maximum ratio of consolidated debt to con-
solidated tangible net worth. The lessee is also subject to covenants,
including, without limitation, maintenance of the leased equipment

e S




-

MANAGEMENT DISCUSSION AND ANALYSIS
St ol t - N i

and limitation on assignment of the leases. The leases relate to the
lease of 2,701 and 2,185 tank containers, respectively. The lease relat-
ing to the 2,701 tank containers bore interest as of November 30,
2003 at a fixed rate of 8.9% and the lease relating to the 2,185 tank
containers bore interest as of November 30, 2003 at rate of LIBOR
plus 4% or 5.1%. Each of these interest rates was increased by 100
bps inl December 2003 through amendment. Payments under the
leases in 2004 are expected to amount to $9.8 million. The term of
the 2000 lease is scheduled to expire in May 2007 and the term of the
2002 lease is scheduled to expire in March 2007.

Commitments Relating to Disposed Terminals
In November 2001, we sold SNTG’s tank storage terminals in Perth

. Amboy and Chicago. Under the terms of the sale agreement, we have -

retained responsibility for certain environmental contingencies,
should they arise during the covered period which ended two years
after the closing date, in connection with these two sites. As of
November 30, 2003; we have not been notified of any such contin-
gencies having been incurred and neither do we anticipate any such
contingencies being incurred in the future. The Chicago terminal
property has been leased under a long-term agreement with the
IHlinois International Port District. In addition, as part of the Chicago
sale, we assigned our rights to the terminal property to a third party.
We are contingently liable if the third party does not return the facili-
ty in acceptable condition at the end of the sublease period, on June
30, 2026. For additional information, please see Note 19 to the
Consolidated Financial Statements.

Performance Guarantees

SOSA arranges for bank guarantees, which collectively refers to
performance bonds, bid bonds, advance payment bonds, guarantees
or standby letters of credit in respect of a performance obligation

of SOSA to be provided to its customers in connection with SOSA’s
work on specific projects. The purpose of the bank guarantees gener-
ally is to enable SOSA’s customers to recover cash paid to SOSA in
advance of performing its obligations under the contract or to obtain
cash compensation should SOSA be unable to fulfill its performance
obligations under the contracts. The total amount of bank guarantees
outstanding, as discussed below, as of November 30, 2003 was $324.9
million, of which $150.2 million expires within one year and $174.7
million expires within two to five years.

The maximum potential amount of future SOSA guarantee payments
represents the notional amounts that could be lost under the guaran-
tees if there is non-performance under a contract by the guaranteed
parties, without consideration of possible recoveries under recourse
provisions from collateral held or pledged. Such guarantee amounts
bear no relationship to the anticipated losses on these guarantees and
greatly exceed anticipated losses.

We have guaranteed the obligations of SOSA and/or its subsidiaries
to the banks providing bank guarantees up to an aggregate of $104.3
million as of November 30, 2003 pursuant to the following agree-
ments: (i) a $44 million guarantee facility (of which $23.5 million is
the maximum amount available to SOSA and for which we could
become contingently obligated pursuant to its guarantee); (ii) a $28
million reimbursement agreement in respect of a letter of credit; (iii)

a $45 million guarantee facility; and (iv} a $29 million uncommitted .

guarantee facility, of which we have guaranteed up to approximately
NOK 53 million (approximately $7.8 million as at November 30,
2003). The bank guarantees and/or letter of credit relate to various
SOSA projects, including the Duke Hubline project; the Langeled
project; the Dalia project; the Vigdis project; and various other proj-
ects. If the banks were required to make payments under the bank

guarantees or letter of credit, we would be obligated to make such
payments to the banks in connection with the bank guarantees or let-
ter of credit as direct obligors unless SOSA makes such payment. The
banks that provided SOSA with the bank guarantees or letter of cred-
it required this support from us as a condition to providing the bank
guarantee or letter of credit. Qur guarantees of SOSA’s obligations in
connection with these bank guarantees and letter of credit, as the case
may be, will continue until the underlying bank guarantees and letter
of credit, as the case may be, are terminated. As of May 31, 2004, the
aggregate amount of guarantees we and/or SNTG have prowded to
SOSA has been reduced to $99.8 million.

In connection with SOSA’s New Bonding Facility, we have agreed

to guarantee up to $96 million of SOSA’s obligations under the

New Bonding Facility. The maximum amount of this guarantee is
reduced at any time by the amount of our guarantees outstanding
from time to time in connection with the Bank Guarantees and
letter of credit, as the case may be, described in clauses (i) through
(iv} of the immediately preceding paragraph. The provision of this
guarantee was a condition to the New Bonding Facility. Qur guaran-
tee of SOSA’s obligations under the New Bonding Facility will
continue until SOSA’s obligations under the New Bonding Facility are
terminated or satisfied or until SOSA has maintained a minimum
tangible net worth of at least $300 million as reflected in its consoli-
dated financial statements for two consecutive fiscal quarters.

Forward-Looking Statements
Certain statements made in this Annual Report, including the mes-
sage from the Chairman and CEQ, may include “forward-looking
staternents” within the meaning of Section 27A of the Securities Act
of 1933 and Section 21E of the Securities Exchange Act of 1934.
These statements may be identified by the use of words like “antici-
pate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,’
will,” “should,” “seek,” and similar expressions. The forward-looking
statements reflect our current views and assumptions and are subject
to risks and uncertainties. The following factors, and others which
are discussed in our public filings and submissions with the U.S.
Securities and Exchange Commission, are among those that may
cause actual and future results and trends to differ materially from
our forward-looking statements: the terms, conditions and amount
of our indebtedness; our ability to comply with our financing agree-
ments; Stolt Offshore S.As ability to deliver fixed price contracts in
accordance with customer expectations and recover costs on signifi-
cant projects; the success of Stolt Offshore S.A’s financial and opera-
tional restructuring efforts; the general economic conditions and
competition in the markets and businesses in which we operate; the
outcome of legal proceedings and our status in the U.S. Department
of Justice amnesty program; the impact of negative publicity; envi-
ronmental challenges and natural conditions facing our aquaculture
business; the impact of laws and regulations; uncertainties inherent
in operating internationally; our relationship with significant cus-
tomers; and operating hazards, including marine disasters, spills or
environmental damage. Many of these factors are beyond our ability
to contral or predict. Given these factors, you should not place undue
reliance on the forward-looking statements. Additional information
concerning these, as well as other factors, is contained from time to
time in the Company's U.S. Securities and Exchange Commission
(“SEC”) filings, including, but not limited to, the Company’s report
on Form 20-F and Form 20-F/A for the year ended November 30,
2003. Copies of these filings may be obtained by contacting the
Company or the SEC.
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For the years ended November 30, (in millions, except per share data) 2003 2002 2001 2000 1999
Operating revenue $3,026.4 $2,908.1 $2,741.6 $2,343.0 $1,850.0.
(Loss) income from operations $ (369.8) $ (49.1) $ 162.9 3 942 $ 119.1
Net (loss) income $ (316.0) $ (102.8) § 237 $ (12.4) $ 469
(Loss) earnings per share (a)

Basic $ (5.75) $ (1.87) $ 043 $ (0.23) $ 0.86

Diluted $ (5.75) $ (1.87) $ 043 $ (0.23) $ 086
Weighted average number of Common

Shares and equivalents outstanding: (a)

Basic 54.9 54.9 54.9 54.7 54.5
Diluted 54.9 54.9 55.3 54.7 54.8
Cash dividends paid per share (a) $ 0.25 $ 025 $§ 025 § . 025 $ 0.375
As of November 30, (in millions, except per share data)
Current assets less current liabilities

(including current portion of long-term debt) $ (500.4)  $ (2349) $(151.0) $ (46.9) $ 1113
Total assets $3,579.4 $3,787.1 $3,971.9 $3,727.3 $3,058.4
Long-term debt and capital lease obligations -

(including current portion) $1,220.2  $1,320.1 $1,408.8  §1,415.0 $1,179.4
Shareholders’ equity/Net Assets $ 694.2 $ 989.8 $1,100.6 $1,095.8 $1,141.6
Book value per share (a) $ 1263 $ 18.01 $ 20.04 $ 20.00 $ 2091
Total number of Common shares outstanding (a) 54.9 54.9 54,9 54.8 54.6

(a) All share data and per share data have been restated to reflect the share reclassification on March 7, 2001 whereby Class B Shares were reclassified as

Common Shares on a one-for-one basis.
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AUDITOR’S REPORT
S tolt - Nielsen S . A

Report of Independent Registefed Public Accounting Firm

To the shareholders of Stolt-Nielsen S.A.:
‘We have audited the accompanying consolidated balance sheets of Stolt-Nielsen S.A. (a Luxembourg company) and subsidiaries (the “Company”) as
of November 30, 2003 and 2002, and the related consolidated staternents of operations, shareholders’ equity, and cash flows for the years then ended.

" These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the 2003

and 2002 consolidated financial staternents based on our audits. The consolidated financial statements for the year ended November 30, 2001, before
the reclassifications and inclusiqn of the disclosures discussed in Note 2 to the consolidated financial statements, were audited by other auditors who
have ceased operations. Those auditors expressed an unqualified opinion on the 2001 consolidated financial statements in their report dated January
30, 2002.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 2003 and 2002 consolidated financial statements present fairly, in all material respects, the financial position of the Company as of ~
November 30, 2003 and 2002, and the results of its operations and its cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America. '

As discussed above, the consolidated financial statements of the Company for the year ended November 30, 2001 were audited by other auditors who
have ceased operations. As described in Note 2, those consolidated financial statements have been revised to reflect reclassifications and disclosures to
conform with the current presentation. Our audit procedures with respect to the reclassifications included (i) comparing the previously reported
financial statement line items or disclosure amounts to previously issued financial statements, (ii) comparing the reclassification amounts to the
Company’s underlying analyses obtained from management, and (iii) testing the mathematical accuracy of the underlying analyses. Our audit proce-
dures with respect to the disclosures included agreeing the additional disclosures to the Company’s underlying records obtained from management. In
our opinion, such reclassifications and disclosures are appropriate and have been properly applied. However, we were not engaged to audit, review or
apply any procedures to the 2001 consolidated financial statements of the Company other than with respect to such reclassifications and disclosures
and, accordingly, we do not express an opinion or any other form of assurance on the 2001 consolidated financial statements taken as a whole.

As discussed in Note 2 to the consolidated financial statements, effective December 1, 2002, the Company changed its method of accounting for good-
will and other intangible assets to conform to Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”

_ Deloitte & Touche LLP

New York, New York
May 26, 2004 (except for Note 29, as to which the date is June 16, 2004)

Report of Independent Public Accountants

To the shareholders of Stolt-Nielsen S.A.:

We have audited the accompanying consolidated balance sheets of Stolt-Nielsen S. A (a Luxembourg company) and subsidiaries (the “Company”)

as of November 30, 2001 and 2000 and the related consolidated statements of income, shareholders’ equity and cash flows for each of the three years
in the period ended November 30, 2001. These financial statements are the responsibility of the Company’s management. Qur responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan

and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, An audit also includes assessing the account-
ing principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Stolt-Nielsen S.A. and sub-
sidiaries as of November 30, 2001 and 2000 and the results of their operations and their cash flows for each of the three years in the period ended
November 30, 2001, in conformity with accounting principles generally accepted in the United States.

Arthur Andersen LLP*
New York, New York
January 30, 2002

* This audit report is a copy of the previously issued report of Arthur Andersen LLP covering 2001, 2000 and 1999.
The predecessor auditors, Arthur Andersen LLP, have ceased operations and have not reissued their report.
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CONSOLIDATED STATEMENTS OF OPERATIONS

2 0 0 3 a n n a | rep o
For the years ended November 30, (in thousands, except per share data) 2003 2002 2001
Operating Revenue:
Stolt-Nielsen Transportation Group:
Tankers $ 762,068 $ 747,220 $ 818,083
Tank Containers 254,692 227,600 214,368
Terminals 63,896 58,549 78,447
_ 1,080,656 1,033,369 1,110,898
Stolt Offshore 1,482,273 1,437,488 1,255,938
Stolt Sea Farm 461,817 435,706 374,378
Corporate and other 1,624 1,581 418
3,026,370 2,908,144 2,741,632
Operating Expenses:
Stolt-Nielsen Transportation Group:
Tankers 615,617 596,016 655,399
Tank Containers 208,921 183,816 173,583
Terminals 41,147 37,576 48,298
865,685 817,408 877,280
Stolt Offshore 1,590,574 1,395,007 1,161,553
Stolt Sea Farm 481,939 427,704 350,963
o 2,938,198 . 2,640,119 2,389,796
Gross Profit 88,172 268,025 351,836
 Equity in net (loss) income of non-consolidated joint ventures (11,143) 13,981 13,014
" Administrative and general expenses (241,695) (210,636) (209,499)
Impairment of Stolt Offshore tangible fixed assets {176,522) - -
Write-off of goodwill (2,360) (118,045) -
Write-off of Comex trade name - - (7,932)
Restructuring charges (18,373) (9,601) -
(Loss) gain on disposal of assets, net (1,417) 10,262 14,275
Other operating (expense) income, net (6,508) (3,110) 1,219
(Loss) Income from Operations (369,846) (49,124) 162,913
Non-Operating (Expense)i Income:
Interest expense (99,823) (95,612) (119,155)
Interest income 7,051 2,549 5,297
Foreign currency exchange gain (loss), net 13,364 - 1,155 (2,056)
' (79,408) (91,508) (115,914)
(Loss) Income before Income Tax Provision and Minority Interest (449,254) (141,032) 46,999
Income tax provision (15,272) (17,969) (27,561)
(Loss) Income before Minority Interest  (464,526) (159,001) 19,438
Minority interest _ 148,540 56,196 4,254
Net (Loss) Income * $ (315,986) $(102,805) $ 23,692
(Loss) Earnings per Common Share and Equivalents:
Basic $ (5.75) $ (1.87) 3 0.43
Diluted $ (5.75) 3 (1.87) $ 0.43
Weighted Average Number of Common
Shares and Equivalents Outstanding:
Basic 54,949 54,930 54,870
Diluted 54,949 54,930 55,303
See ﬁotes to consolidated financial statements,
;
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CONSOLIDATED BALANCE SHEETS

S tolt - Nielsen S . A

As of November 30, (in thousands)

2003 2002
ASSETS
Current Assets:
Cash and cash equivalents : $ 150,039 $ 22,873
Trade receivables: (net of allowance for doubtful accounts of $24,092 in 2003 and $13,506 in 2002) 520,325 573,041
Inventories 251,127 231,498
Receivables from related parties 33,260 74,936
Restricted cash deposits’ 27,549 2,100
Prepaid expenses - 84,857 113,971
Assets held for sale 106,152 -
QOther current assets 14,837 11,095
Total Current Assets 1,188,146 1,029,514
Fixed Assets, at Cost: )
SNTG Tankers " 1,649,745 1,748,672
SNTG Tank containers 103,628 102,154
SNTG Termin_als 286,771 260,642
Stolt Offshore 933,336 1,188,607
Stolt Sea Farm 252,350 225,841
Qther 54,008 59,360
3,279,838 3,585,276
Less—accumulated depreciation and amortization (1,238,694) (1,190,151)
. 2,041,144 2,395,125
Investments in and advances to non-consolidated joint ventures 138,835 ' 130,853
Deferred income tax assets 27,572 28,726
Goodwill 42,481 43,625
Other intangible assets, net - 31,244 42,332
Other non-current assets 110,023 116,900
Total Assets $ 3,579,445 $ 3,787,075
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
Short-term bank loans ’ $ 479,448 $ 331,985
Current maturities of long-term debt and capital lease obligations 242,582 165,067
Accounts payable 615,066 434,993
Accrued voyage expenses - 45,859 49,314
Accrued expenses 158,256 252,449
Liabilities pertaining to assets held for sale 57,855 -
Other current liabilities 89,491 30,596
Total Current Liabilities 1,688,557 1,264,404
Long-term debt and capital lease obligations 977,667 1,155,010
Deferred income tax liabilities 24,944 20,737
. Other non-current liabilities 141,710 153,965
Minority interest 52,353 203,140
Commitments and contingencies (Notes 19 and 20) i
Shareholders’ Equity: '
Founder’s shares: no par value—30,000,000 shares authorized, 15,659,549 shares issued
in 2003 and 2002 at stated value, less 1,922,203 Treasury shares in 2003 and 2002 - -
Common shares: no par value—120,000,000 shares authorized, 62,638,197 shares issued in 2003
and 2002 at stated value 62,639 62,639
Paid-in surplus 335,499 340,893
‘Retained earnings 448,498 778,290
Accumulated other comprehensive loss, net (18,398) (57,979)
828,238 1,123,843
Less—Treasury stock-at cost, 7,688,810 Common shares in 2003 and 2002 (134,024) (134,024)
Total Shareholders’ Equity 694,214 989,819
Total Liabilities and Shareholders’ Equity $ 3,579,445 $ 3,787,075

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
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e Accumulated
" Other
Capital Paid-in Treasury Retained Comprehensive ~ Comprehensive ~
(in thousands, except per share data) Stock Surplus Stock Earnings Loss, net Income (Loss)
Balance, December I, 2000 $62,533 $383,353  $(134,024) $ 884,959 $(100,989)
Exercise of stock options for , :
74,413 Common shares ‘ 74 846 . ~ - -
Issuance of 7,680,775 Founder’s shares - - - - -
Cash dividends paid—8$0.25 per Common share - - - (13,714) -
Cash dividends paid—3$0.005 per Founder’s share - - ~ (40) -
Net income - - o= 23,692 - $ 23,692
Other comprehensive income (loss):
Translation adjustments, net - - - - 8,554 8,554
Unrealized loss on securities _ - - - - (8,761) (8,761)
- Minimum pension liability adjustment, net of tax
benefit of $2,840 - - - - (4,260) (4,260)
Transition adjustment upon adoption of SFAS No. 133 - - - - (5,083) (5,083)
Net gains on cash flow hedges reclassified into earnings - - - - 3,482 3,482
Other comprehensive loss, net (6,068)
Comprehensive income 3 17,624
Balance, November 30, 2001 62,607 384,199 (134,024) 894,897 (107,057)
Exercise of stock options for : . ’
31,638 Common shares 32 312 - - -
Issuance of 4,910 Founder’s shares _ - - - - -
Cash dividends paid—$0.25 per Common share - - - (13,733) =
Cash dividends paid—3$0.005 per Founder’s share - L - - (69) -
Settlement of share price guarantees by
Stolt Offshore - (29,372) - - -
Impact of debt to equity conversions with Stolt Offshore - (14,246) - - -
Net loss - - - (102,805) - $(102,805)
Other comprehensive income (loss): "
Translation adjustments, net - - - - 37,896 37,896
Unrealized loss on securities - - - - - (3,427) (3,427)
Minimum pension liability adjustment,
net of tax benefit of $3,111 - - - - (5,081) (5,081)
Net gains on cash flow hedges reclassified into earnings- - - - - 19,690 19,690
Other comprehensive income, net 49,078
Comprehensive loss PR $ (53,727)
Balance, November 30, 2002 62,639 340,893 (134,024) 778,290 (57,979)
Cash dividends paid—$0.25 per Common share - - - (13,737) -
Cash dividends paid—3$0.005 per Founder’s share = - - (69} -
Settlement of share price guarantees by ,
Stolt Offshore - (5,394) - ~ -
Nét_ loss - - - (315,986) - $(315,986)
Other comprehensive income (loss):
Translation adjustments, net - - - - 25,562 25,562
Change in unrealized gains and losses on securities - - - - 15,365 15,365
Minimum pension liability adjustment, .
net of tax provision of $(4,542) - - - - 197 197
Net losses on cash flow hedges reclassified into earnings - - - - (1,543) (1,543)
Other comprehensive income, net ' 39,581
Comprehensive loss $(276,405)
Balance, November 30, 2003 $62,639 $ (18,398)

See notes to consolidated financial statements.

$335,499  $(134,024) $ 448,498
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CONSOLIDATED STATEMENTS OF CasH FLOWS

Stolt- Nielsen S . A

For the years ended November 30, (in thousands) 2003

2002 2001
Cash Flows from Operating Activities: .
Net (Loss) Income $(315,986) $(102,805) $ 23,692
Adjustments to Reconcile Net {Loss) Income to
Net Cash Provided by Operating Activities:
Depreciation of fixed assets 191,401 197,837 201,568
Amortization of intangible assets 4,041 11,294 9,859
Impairment of tangible fixed assets 176,522 ~ -
Write-off of goodwill 2,360 © 118,045 -
‘Write-off of Comex trade name - ~ 7,932
Amortization of drydock costs 25,490 27,458 T 20,141
Provisions (reversals/benefits) for reserves and deferred taxes 15,037 (16,871) (13,048)
Equity in net (income) loss of non-consolidated joint ventures 11,143 (13,981) (13,014)
Minority interest (148,540) (56,196) (4,254)
Loss (gain) on disposal of assets, net 1,417 (10,262) (14,275)
Changes in Operating Assets and Liabilities, Net of Effect of Acquisitions and Divestitures: ‘
Decrease (increase) in trade receivables 91,621 44,091 (146,350)
Decrease (increase) in inventories : (30,237) (41,053) 16,695
Decrease (increase} in prepaid expenses and other current assets 2,259 (24,178) 17,740
Net realized and unrealized mark to market hedging transaction - (11,469) ‘ - ’ -
Increase in accounts payable and accrued expenses . - 60,164 16,671 36,147
Payments of drydock costs ] - (18,873) (38,405) . (31,644)
‘Dividends from non-consolidated joint ventures : 25,010 20,829 12,710
Other, net . 155 4,157 (830)
Net Cash Provided by Operating Activities " 81,515 136,633 123,069
Cash Flows from Investing Activities:
Capital expenditures (88,052) (122,588) (202,880)
Proceeds from sales of ships and other assets ’ ' 102,683 158,029 77,001
Acquisition of subsidiaries, net of cash acquired - (2,234) ) (80,658)
Settlement of share price guarantees by Stolt Offshore (12,447) (60,557) -
Amounts from (investments in and advances to) affiliates and others, net 10,993 1,543 (31,156)
(Increase) decrease in restricted cash deposits . (25,433) (179) 2,546
Other, net 40 (2,178) (9,214)
Net Cash Used in Investing Activities (12,216) (28,164) -(244,361)
Cash Flows from Financing Activities: :
Increase in loans payable to banks, net 147,110 45,234 144,167
Repayment of long-term debt (238,807) (109,920) (82,157)
Principal payments under capital lease obligations (598) (24,066) "~ (9,510)
Proceeds from issuance of long-term debt—ship financing/other 148,320 50,242 77,546
Repurchase of shares by Stolt Offshore (1,602) (56,493) -
Proceeds from exercise of stock options in the Company and Stolt Offshore - 449 1,308
Proceeds from monetization of hedges 16,827 - -
Dividends paid to SNSA shareholders (13,806) (13,802} (13,754)
Dividends paid to minority interests (2,194) (2,352) —
Net Cash Provided by (Used In) Financing Activities ) 55,850 (1 10,708) 117,600
Effect of'exchange rate changes on cash o 2,017 247 (213)
Net Increase (Decrease) in Cash and Cash Equivalents ) 127,166 -(1,992) (3,905)
Cash and cash equivalents at beginning of year 22,873 24,865 28,770
Cash and Cash Equivalents at End of Year $ 150,039 $ 22,873 $ 24,865

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. The Company

Nature of Business Operations

Stolt-Nielsen S.A. (“SNSA”), a Luxembourg company, and subsidiaries
(collectively, the “Company”) are primarily engaged in three business-
es: Transportation, Offshore Construction, and Seafood.

The Transportation business, which is carried out through
Stolt-Nielsen Transportation Group Ltd. (“SNTG”), is engaged in the
worldwide transportation, storage, and distribution of bulk liquid
chemicals, edible oils, acids, and other specialty liquids providing its
customers with integrated logistics solutions.

The Offshore Construction business is carried out through Stolt
Offshore S.A. (“SOSA” or “Stolt Offshore”), a subsidiary in which

the Company held a 63.5% economic interest and a 69.2% voting
interest as of November 30, 2003. SOSA is a leading offshore contrac-
tor to the oil and gas industry, specializing in technologically sophisti-
cated deepwater engineering, flowline and pipeline lay, construction,
inspection and maintenance services.

The Seafood business, wholly-owned by the Company and carried

out through Stolt Sea Farm Holdings plc (“SSF”), produces, processes,
and markets high quality seafood products, including Atlantic salmon,
salmon trout, turbot, halibut, sturgeon, caviar, bluefin tuna, sole and
tilapia.

. In early 2000, the Company decided to commercialize

its expertise in logistics and procurement. Optimum Logistics Ltd.
(“OLL") was established to provide software and professional
services for supply chain management in the bulk process industries.
The Company sold substantially all of the assets of OLL to Elemica
Inc. (“Elemica”) in April 2003. SeaSupplier Ltd. (“SSL”) was estab-
lished: to provide software and professional services for the procure-
ment process in the marine industry. Both OLL and SSL are included
under the caption “Corporate and Other” throughout the consolidat-
ed financial statements and notes thereto.

2. Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the financial statements
of all majority-owned companies, unless the Company is unable to
control the operations, after the elimination of all significant inter-
company transactions and balances.

SNTG operates the Stolt Tankers Joint Service (the “Joint Service”), an
arrangement for the coordinated marketing, operation, and adminis-
tration of tankers owned or chartered by the Joint Service, which con-
sists of participants in the deep-sea intercontinental parcel tanker
market. Net revenue available for distribution to the participants is
defined in the Joint Service Agreement as the combined operating
revenue of the ships which participate in the Joint Service, less com-
bined voyage expenses, overhead costs, and commission to outside
brokers. The net revenue is distributed proportionately to each partic-
ipant according to a formula which takes into account each ship’s
cargo capacity, its number of operating days during the period, and
an earnings factor assigned. For the years ended November 30, 2003,
2002, and 2001, SNTG received approximately 80%, 80% and 74%,
respectively, of the net revenues of the Joint Service. The financial
statements of the Joint Service have been consolidated in the accom-
panying consolidated financial statements, with a provision included
in tanker operating expenses for the amount of profit distributed to
the minority participants. These provisions were approximately $66.9
million, $71.9 million, and $100.3 million for the years ended
November 30, 2003, 2002, and 2001, respectively, and include
amounts distributed to non-consolidated joint ventures of SNTG of
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$38.4 million, $40.5 million, and $42.0 million. The amounts distrib-
uted are net of commissions to SNTG of $1.9 million, $2.2 million,
and $2.0 million for 2003, 2002 and 2001, respectively. As of
November 30, 2003 and 2002, the net amounts payable by the Joint
Service to participants in which SNTG holds an equity interest were
$3.6 million and $2.7 million, respectively. Total amounts payable to
minority Joint Service participants, other than those in which SNTG
holds an equity interest, were $6.3 million and $2.0 million as of
November 30, 2003 and 2002, respectively. These amounts are includ-
ed in “Other current liabilities” in the accompanying consolidated bal-
ance sheets as of November 30, 2003 and 2002.

Revenue Recognition

SNTG—Tunkers The operating results of voyages in progress at the
end of each reporting period are estimated and pro-rated on a per day
basis for inclusion in the consolidated statements of operations. The
consolidated balance sheets reflect the deferred portion of revenues
and expenses on voyages in progress at the end of each reporting peri-
od as applicable to the subsequent period. As of November 30, 2003
and 2002, deferred revenues of $24.1 million and $25.2 million,
respectively, are included in “Accrued voyage expenses” in the accom-
panying consolidated balance sheets.

SNTG—Tank Containers Revenues for tank containers relate
primarily to short-term shipments, with the freight revenue and esti-
mated expenses recognized when the tanks are shipped, based upon
contract rates. Additional miscellaneous revenues earned from other
sources are recognized after completion of the shipment.

SNTG—Terminals Revenues for terminal operations consist of
rental income for the utilization of storage tanks by its customers,
with the majority of rental income earned under long-term contracts.
These contracts generally provide for fixed rates for the use of the
storage tanks and/or the throughput of commodities. pumped
through the facility. Revenues can also be earned under short-term
agreements contracted at spot rates. Revenue is recognized over the
time period of usage, or upon completion of specific throughput
measures, as specified in the contracts.

SOSA Long-term contracts of SOSA are accounted for using

the percentage-of-completion method. SOSA applies Statement of
Position 81-1 “Accounting for Performance of Certain Construction-
Type Projects.” Revenue and gross profit are recognized each period
based upon the advancement of the work-in-progress unless the stage
of completion is insufficient to enable a reasonably certain forecast of
gross profit to be established. In such cases, no gross profit is recog-
nized during the period. The percentage-of-completion is calculated
based on the ratio of costs incurred to date to total estimated costs.
The percentage-of-completion method requires SOSA to make rea-
sonably dependable estimates of progress toward completion of such
contracts and contract costs. Provisions for anticipated losses are
made in the period in which they become known.

A major portion of SOSA’s revenue is billed under fixed-price con-
tracts. However, due to the nature of the services performed, variation
orders and claims are commonly billed to the customers in the nor-
mal course of business and are recognized as contract revenue where
recovery is probable and can be reasonably estimated. In addition,
some contracts contain incentive provisions based upon performance
in relation to established targets, which are recognized in the contract
estimates when deemed realizable. As of November 30, 2003, no sig-
nificant revenue relating to unagreed claims or disputed receivables
was included in reported revenues or receivables that has not been
subsequently collected in full.
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During the course of multi-year projects the accounting estimate for
the current period and/or future periods may change. The effect of
such a change, which can be upward as well as downward, is account-
ed for in the period of change or prior to the issuance of the financial
statements. These revisions to estimates will not result in restating
amounts in previous periods. Revisions of estimates are calculated on
a regular basis. '

The financial reporting of SOSA's contracts depends on estimates,
which are assessed continually during the term of these contracts.
Recognized revenues and profits are subject to revisions as the con-
tract progresses to completion and revisions in profit estimates are
reflected in the period in which the facts that give rise to the revision
become known. The net (adverse)/positive effect on net loss of SOSA
(before minority interest impact) of significant revisions to contract
estimates was $(216.0) million in 2003, $(58.8) million in 2002 and
$2.4 million in 2001.

SSF  SSF recognizes revenue either on dispatch of product to cus-
tomers, in the case of sales that are made on FOB processing plant
terms, or on delivery of product to customers, where the terms of the
sale are CIF (Cost, Insurance and Freight) and DDP (Delivered Duty
Paid). The amount recorded as revenue includes all amounts invoiced
according to the terms of the sale, including shipping and handling
costs billed to customers, and is after deductions for claims or returns
of goods, rebates and allowances against the price of the goods, and
bad or doubtful debt provisions and write-offs.

Corporate and Other OLL and SSL have various types of fee’
income, including non-refundable subscription fees and transaction
fees. Subscription fees that are billed in advance are recorded as rev-
enue over the subscription period. Transaction fees that are based
upon the number or value of transactions are recorded as earned as
the related service transactions are performed.

Concentration of Credit Risk

The Company’s trade receivables are from customers across all lines of

its business. The Company extends credit to its customers in the nor-
mal course of business. The Company regularly reviews its accounts

_and estimates the amount of uncollectible receivables each period and
establishes an allowance for uncollectible amounts. The amount of
the allowance is based on the age of unpaid amounts, information
about the current financial strength of customers, and other relevant
information. Management does not believe significant risk exists in
connection with the Company’s concentrations of credit at November
30, 2003.

Use of Estimates

The preparation of financial statements in conformity with account-
ing principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of con-
tingent assets and liabilities as of the dates of the financial statements
and reported amounts of revenues and expenses during the year. On
an on-going basis, management evaluates the estimates and judg-
ments, including those related to the percentage of completion
accounting for construction projects, recognition of revenue in
respect of variation orders and claims, tanker voyage accounting and
container move cost estimates, future drydock dates, inventories and
fish mortality, the carrying value of non-consolidated joint ventures,
the selection of useful lives for tangible fixed and intangible assets,
expected future cash flows from long-lived assets to support impair-
ment tests, provisions necessary for trade receiveables, income tax val-
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uation allowances, provisions for legal disputes, restructuring costs,
pension benefits, and contingencies. Management bases its estimates
and judgments on historical experience and on various other factors
that are believed to be reasonable under the circumstances, the results
of which form the basis for making judgements about the carrying
values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different
assumptions or conditions.

Recognition of Provisions for Legal Claims,

Suits and Complaints

The Company, in the ordinary course of business, is subject to various
claims, suits and complaints. Management, in consultation with inter-
nal and external advisers, will provide for a contingent loss in the
financial statements if the contingency had been incurred at the date
of the financial statements and the amount of the loss can be reason-
ably estimated. In accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 5, “Accounting for Contingencies”, as inter- '
preted by the Financial Accounting Standards Board (“FASB™)
Interpretation No. 14, “Reasonable Estimation of the Amount of a
Loss,” if the Company has determined that the reasonable estimate of -
the loss is a range and that there is no best estimate within the range,
the Company will provide the lower amount of the range. See Note
19, “Commitments and Contingencies” and Note 20, “Legal
Proceedings” for further discussion.

Environmental Matters

Accruals for environmental matters are recorded when it is probable
that a liability has beén incurred or an asset impaired and the amount
of the loss can be reasonably estimated. Liabilities for environmental
matters require evaluations of relevant environmental regulations and
estimates of future remediation alternatives and costs. See Note 19,
“Commitments and Contingencies” and Note 20, “Legal Proceedings”
for further discussion. )

Foreign Currency Translation

SNSA, incorporated in Luxembourg, has U.S. dollar share capital and
dividends are expected to be paid in U.S. dollars. SNSAs reporting
currency and functional currency is the U.S. dollar.

The Company translates the financial statements of its non-U.S. sub-
sidiaries into U.S. dollars from their functional currencies (usually
local currencies) in accordance with the provisions of SFAS No. 52,
“Foreign Currency Translation.” Under SFAS No. 52, assets and liabili-
ties denominated in foreign currencies are translated at the exchange
rates in effect at the balance sheet date. Revenues and expenses are
translated at exchange rates which approximate the average rate pre-
vailing during the period. The resulting translation adjustments are
recorded in a separate component of “Accumulated other comprehen-
sive loss, net” as “Translation adjustments, net” in the accompanying
consolidated statements of shareholders’ equity. Exchange gains and
losses resulting from transactions denominated in a currency other
than the functional currency are included in “Foreign currency
exchange gain (loss), net” in the accompanying consolidated state-
ments of operations. '

In the fourth quarter of 2003, SSF redesignated certain long-term
non-functional currency intercompany loans within the SSF group
(which are eliminated in consolidation) from long term and perma-
nent in nature to short term. Following this redesignation, SSF
prospectively recognized $13.7 million in foreign currency exchange
gains in 2003. The redesignation of such loans was due to the deterio-
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ration in the SSF group liquidity situation and related restrictions on
additional funding from SNTG to SSE. Translated gains and losses
previously classified within cumulative translation adjustments, net
(“CTA”) prior to the redesignation will remain in CTA.

Restructuring Charges

The Company accounts for restructuring charges in respect of exist-
ing post-employment plans, which includes statutory legal require-
ments to pay redundancy costs, under SFAS No. 112 “Employer’s
Accounting for Post. Employment Benefits.” In these circumstances
the C6mpany recognizes.a provision for redundancy costs at the date
that it is probable that the employee will be entitled to the benefits
and when these can be reasonably estimated.

Where the termination costs are of a “one-time” involuntary nature
the Company applies SFAS No. 146 “Accounting for Costs Associated
with Exit and Disposal Activities.” This includes costs for redundan-
cies, which are over and above the statutory requirements, and the

. costs for vacated property. The Company provides for these costs at

fair value at the date the termination plans are communicated to
employees and when the Company is committed to the plan, and it is
unlikely that significant changes will be made to the plan.

Capitalized Interest

Interest costs incurred during the construction period of significant
assets are capitalized and charged to expense over the lives of the
related assets. The Company capitalized $0.5 million, $0.2 million,
and $4.1 million of interest in fiscal years 2003, 2002, and 2001,
respectively.

Sale of Stock by Subsidiaries

The Company’s policy is to record gains and losses on sales of stock
by its subsidiaries through the consolidated statement of operations,
net of the reduction in its economic interest in the subsidiary, unless
realization of the gain is uncertain at the time of the sale.

Income Taxes-

The Company accounts for income taxes under the provisions of
SFAS No. 109, “Accounting For Income Taxes.” SFAS No. 109 requires
recognition of deferred tax assets and liabilities for the estimated
future tax consequences of events attributable to differences between
the financial statement carrying amounts of existing assets and liabili-
ties and their respective tax bases and operating loss and tax credit
carry forwards. Deferred tax assets and liabilities are measured using
enacted rates in effect for the year in which the differences are expect-
ed to be recovered or settled. The effect on deferred tax assets and lia-
bilities of changes in tax rates is recognized in the statement of
operations in the period in which the enactment date changes.
Deferred tax assets are reduced through the establishment of a valua-
tion allowance at such time as, based on available evidence, it is more
likely than not that the deferred tax assets will not be realized.

Provision for income taxes on unremitted earnings is made only for
those amounts that are not considered to be permanently reinvested.

Earnings per Share
Basic earnings per share (“EPS”) is computed by dividing net income

" (loss) by the weighted average number of shares outstanding during

the period. Diluted EPS is computed by adjusting the weighted aver-
age number of shares outstanding during the period for all potentially
dilutive shares and equivalents outstanding during the period using
the treasury stock method. As further discussed in Note 23, “Capital
Stock, Founder’s Shares and Dividends Declared,” Founder’s shares
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which provide the holder thereof with certain control features, only
participate in earnings to the extent of $0.005 per share for years in
which dividends are declared, and are limited to $0.05 per share upon’
liquidation. For purposes of computing EPS, dividends paid on
Founder’s shares are deducted from earnings to arrive at earnings
available to Common shareholders. '

All share data, per share data and other references throughout these
financial statements have been restated to reflect the share reclassifica-
tion on March 7, 2001 whereby Class B Shares were reclassified to
Common Shares on a one-for-one basis. )

The outstanding stock options under the Company’s 1987 Stock
Option Plan and 1997 Stock Option Plan are included in the diluted
EPS calculation to the extent they are dilutive. The following is a rec-
onciliation of the numerator and denominator of the basic and dilut-
ed EPS computations.

For the years ended November 30,
(in thousands, except per share data) 2003 2002 2001

$(315,986) $(102,805) $23,692

Net (Loss) Income
Less: Dividends on )
Founder’s shares (69) (69) (40)

Net (loss) income attributable to
Common shareholders

$(316,055) $(102,874) $23,652

Basic weighted average

shares outstanding : i 54,949 54,930 54,870
Dilutive effect of options issued
to executives (Note 24) - - 433

Diluted weighted average
shares outstanding 54,949 54,930 55,303

- Basic (Loss) Earnings per share $ (575)% (187) § 043

Diluted (Loss) Earnings per share (5.75) (1.87) 0.43

Outstanding options to purchase 2,630,003 shares were not included
in the computation of diluted earnings per share for the year ended
November 30, 2001 because to do so would have been antidilutive.
The diluted loss per share for the years ended November 30, 2003

. and 2002 do not include common share equivalents in respect to

share options of 117,648 and 181,561, respectively, as their effect
would be antidilutive. All outstanding options to purchase 3,962,918
and 3,423,080 shares were excluded from the calculation of diluted
EPS in 2003 and 2002, respectively, as the Company incurred net
losses in these years. Refer to Note 24, “Stock Option Plan” for
further discussion.

Cash and Cash Equivalents
Cash and cash equivalents include time deposits and certificates of
deposit with an original maturity of three months or less.

Inventories }

SOSA inventories and work in progress are stated at the lower of cost
or net realizable value, with adequate provisions made against slow
moving and obsolete items. Costs are determined in accordance with
the weighted-average cost method.

SSF’s raw materials, biomass, and finished goods are valued at average
production cost or market price, whichever is lower. Finished goods
consist of frozen and processed fish products. SSF capitalizes all direct
and indirect costs of producing fish into inventory. This includes
depreciation of production assets, and farming overheads up to a site
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or farming regional management level. Normal mortalities (mortali-
ties that are natural and expected as part of the life cycle of growing
fish) are accounted for by removing the biomass from the records, so
that the'accumulated capitalized costs are spread over the lower
remaining biomass. Abnormal mortalities (higher than natural or
expected mortalities due to disease, accident or any other abnormal
cause) are accounted for by removing the biomass from the records
and writing off the accumulated costs associated with that biomass at
the time of the mortality.

Costs are released to the profit and loss account as the fish are har-
vested and sold, based on the accumulated costs capitalized into
inventory at the start of the month of harvesting, and in proportion
to the number of fish or biomass of fish harvested as a proportion of
the total at the start of the period. Harvesting, processing, packaging
and freight costs, which comprise most of the remaining operating
expenses, are expensed in the period in which they are incurred.

SSF recorded provisions and write-downs totaling $14.8 million, $3.6
million and $5.2 million in 2003, 2002 and 2001, respectively, against
the carrying value of inventories, as included in “Operating expenses”
in the consolidated staternents of operations.

»

Assets Held for Sale _

The Company classifies assets and disposal groups as being held

for sale in accordance with SFAS No. 144, “Accounting for the
Impairment or the Disposal of Long-Lived Assets,” when the follow-
ing criteria are met: management has committed to a plan to sell

the asset (disposal group); the asset (disposal group) is available for
immediate sale in its present condition; an active program to locate
a buyer and other actions required to complete the plan to sell the
asset (disposal group) have been initiated; the sale of the asset
(disposal group) is probable, and transfer of the asset (disposal .
group) is expected to qualify for recognition as a completed sale
within one year; the asset (disposal group) is being actively marketed
for sale at a price that is reasonable in relation to its current fair value
and actions required to complete the plan indicate that it is unlikely
that significant changes to the plan will be made or that the plan will
be withdrawn. :

Long-lived assets or disposal groups classified as held for sale are
measured at the lower of their carrying amount or fair value less cost
to sell. These assets are not depreciated once they meet the criteria to
be held for sale.

Depreciation of Fixed Assets

Fixed assets are recorded at cost. Assets acquired pursuant to capital
leases are capitalized at the present value of the underlying lease obli-
gations and amortized on the same basis as fixed assets described
below unless the term of the lease is shorter.

s e n S . A

Depreciation of fixed assets is recorded on a straight-line basis over
the useful lives of the assets as follows:

SNTG
Parcel Tankers and Barges 20 to 25 years
Tank Containers 20 years

Terminal Facilities:
Tanks and structures
Other support equipment

35 to 40 years
10 to 35 years

Buildings 40 to 50 years
Other Assets 3'to 10 years
SOSA
Construction Support Ships:

Deepwater heavy construction ships 9 to 25 years

Light construction and survey ships 10 years

Pipelay barges and anchor ships 7 to 20 years
Operating Equipment I 7 to 10 years
Buildings 20 to 33 years
Other assets 5to 10 years
SSF :
Transportation equipment 4 to 7 years
Operating equipment 4 to 10 years
Buildings 20 years
Other Assets 4 to 10 years

Ships are depreciated to a residual value of approximately 10% of
acquisition cost, which reflects management’s estimate of salvage or
otherwise recoverable value. No residual value is assumed with respect
to other fixed assets. Depreciation expense, which excludes amortiza- -
tion of capitalized drydock costs, for the years ended November 30,
2003, 2002, and 2001, was $191.4 million, $197.8 million, and $201.6
million, respectively. :

The Company adopted SFAS No. 143, “Accounting for Asset Retirement
Obligations” as of December 1, 2002. This statement requires entities

to record a legal obligation associated with the retirement of a tangible
long lived asset in the period in which it is incurred. In connection
with the adoption of SFAS No. 143 in fiscal 2003, the Company record-
ed assets and liabilities associated with certain of its SSF facilities of
approximately $1.6 million, with no material impact on its results

of operations.

Drydock costs are accounted for under the deferral method, whereby
the Company capitalizes its drydock costs and amortizes them over the
period until the next drydock. Amortization of capitalized drydock
costs was $25.5 million, $27.5 million, and $20.1 million for the

years ended November 30, 2003, 2002, and 2001, respectively. The
unamortized portion of capitalized drydock costs of $51.7 million

and $62.1 million is included in “Other non-current assets” in the
accompanying consolidated balance sheets at November 30, 2003

and 2002, respectively.

Maintenance and repair costs, which exclude amortization of the
costs of ship surveys, drydock, and renewals of tank coatings, for the
years ended November 30, 2003, 2002, and 2001, were $86.8 million,
$83.2 million, and $79.9 million, respectively, and are included in
“Operating Expenses” in the accompanying consolidated statements
of operations.

Research and Development Costs
The costs for research and development are expensed as incurred.

lpo a‘ffol,g pg y




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Software and Website Development Costs

The Company accounts for costs of developing internal use software
and its websites in accordance with AICPA Statement of Position 98-
1, “Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use,” and Emerging Issues Task Force Issue
No. 00-2, “Accounting for Website Development Costs.” Accordingly,
the Company expenses all costs incurred that relate to the planning
and post implementation phases of development. Costs incurred in
the development phase are capitalized and amortized over the expect-
ed useful life of the software, generally between three and five years.
Such costs capitalized amounted to $2.2 million in 2001. No such
‘costs were capitalized in 2003 and 2002. Costs associated with the
repair or maintenance of the existing website or the development of
website content are expensed as incurred.

Financial Instruments

The Company enters into forward exchange and options contracts to
hedge foreign currency transactions on a continuing basis for periods
consistent with its committed and forecasted exposures. This hedging
minimizes the impact of foreign exchange rate movement on the
Company’s U.S: dollar results. The Company’s foreign exchange con-
tracts do not subject the Company’s results of operations to risk due
to exchange rate movements because gains and losses on these con-
tracts offset gains and losses on the assets and liabilities being hedged.
Generally, currency contracts designated as hedges of commercial
commitments mature within two years.

For each derivative contract the relationship between the hedging
instrument and hedged item, as well as its risk-management objective
and strategy for undertaking the hedge is formally documented. This
process includes linking all derivatives that are designated as fair-
value, cash-flow, or foreign-currency hedges to specific assets and lia-
bilities on the balance sheet or to specific firm commitments or fore-
casted transactions. Contracts are held to their maturity date match-
ing the hedge with the asset or liability hedged. The derivative instru-
ment terms (currency, maturit);, amount) are matched against the

_underlying asset or liability resulting in hedge effectiveness. Hedges

are never transacted for trading purposes or speculation.

Unrealized gains and losses on foreign exchange contracts designated
as a cash flow hedge are recorded in “Accumulated other comprehen-
sive loss, net”and as an asset or liability on the balance sheet. On
maturity, the hedge contract gains or losses are included in the under-

"lying commercial transaction. For hedge contracts designated as a fair

value hedge, all realized and- unrealized gains or losses are recorded in
the consolidated statement of operations.

The Company also uses interest rate swaps to hedge certain underly-
ing debt obligations. For qualifying hedges, the interest rate differen-
tial between the debt rate and the swap rate is reflected as an adjust-
ment to interest expense over the life of the swap in the consolidated
statements of operations.

The Company uses bunker fuel hedge contracts to lock in the price of
future forecasted bunker requirements. The hedge contracts are
matched against the type of bunker fuel being purchased resulting in
effectiveness between the hedge contract and the bunker fuel pur-
chases. Bunker fuel contracts are designated as cash flow hedges and
all unrealized gains or losses are recorded in “Accumulated other com-
prehensive loss, net” and as an asset or liability on the balance sheet.
On maturity, the hedge contract gains or losses are reclassified to
earnings and therefore included in the underlying cost of the bunker
fuel costs in the consolidated statement of operations. k

Refer to Note 26, “Financial Instruments” for further discussion.
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Consolidated Statements of Cash Flows
Cash paid for interest and income taxes was as follows:

For the years ended November 30,

(in thousands) . 2003 2002 2001
Interest, net of amounts capitalized $87,304 $90,346 3$117,043
Income taxes 15,737 17,640 20,718

In 2003, SOSA reduced its receivables from, and increased its invest-
ment in, the Sonamet joint venture by $4.5 million.

Debt assumed in SSF acquisitions in 2001 amounted to $9.4 million.
No such amounts were assumed in 2003 and 2002.

Investment Securities

The Company determines the appropriate classification of equity
securities at the time of purchase. Equity securities classified as avail-
able for sale are measured at fair value. Material unrealized gains and
losses, net of tax, if applicable, are recorded as‘a separate component
of “Accumulated other comprehensive loss, net” until realized. As of
November 30, 2003 and 2002 available for sale investments of $1.2
million and $17.2 million, respectively, are included in “Other non-
current assets” in the accompanying consolidated balance sheets.

Investments in and Advances to

Non-consolidated Joint Ventures .

The Company has equity investments of 50% or less in various affili-
ated companies which are accounted for using the equity method.
Equity investments in non-consolidated joint ventures are recorded
net of dividends received. In circumstances where the Company owns
more than 50% of the voting interest, but the Company’s ability to
control the operation of the investee is restricted by the significant
participating interest held by another party, the investment is
accounted for under the equity method of accounting.

The Company accrues losses in excess of the investment value when
the Company is committed to provide ongoing financial support to
the joint venture.

Impairment of Investments in

Non-consolidated Joint Ventures

The Company reviews its investments in non-consolidated joint ven-
tures periodically to assess whether there is an “other than temporary’
decline in the carrying value of the investment. The Company consid-
ers whether there is an absence of an ability to recover the carrying
value of the investment by reference to projected undiscounted cash
flows for the joint venture. If the projected undiscounted future cash
flow is less than the carrying amount of the asset, the asset is deemed
impaired. The amount of the impairment is measured as the differ-
ence between the carrying value and the fair value of the asset.

1

Goodwill and Other Intangible Assets

In July 2001, the FASB issued SFAS No. 142, “Goodwill and Other
Intangible Assets.” SFAS No. 142 changed the method by which com-
panies recognize intangible assets in business combinations and gen-
erally requires identifiable intangible assets to be recognized separate-
ly from goodwill. Amortization of all existing and newly acquired
goodwill and indefinite lived intangible assets on a prospective basis
ceased as of December 1, 2002, the date of adoption of SFAS No. 142,
and thereafter all goodwill and intangibles with indefinite lives are
tested for impairment at least annually, and on an interim basis when
conditions require, based on the fair value of the reporting unit asso-
ciated with the respective intangible asset. There were no impairment ‘
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charges upon the adoption of SFAS No. 142 although there were cer-
tain impairment charges recognized during the year. See Note 6,
“Goodwill and Other Intangible Assets” for further discussion. If SFAS
No. 142 had been applied to goodwill and indefinite lived intangible
assets in prior years, management believes full year net (loss) income
would have improved by approximately $3.4 million and $6.2 million,
or $0.06 and $0.11 per share for 2002 and 2001, respectively.

Goodwill represents the excess of the purchase price over the fair
value of certain assets acquired. Goodwill and other intangible assets,
which include patents and trademarks, for all acquisitions completed
prior to July 1, 2001, were amortized on a straight-line basis, over
periods of five to 40 years. The Company continuously monitors the
realizable value of goodwill and other intangible assets using expected
future cash flows to estimate fair value. Total amortization of goodwill
and other intangible assets was $4.0 million, $11.3 million, and $9.9
million in 2003, 2002 and 2001, respectively.

Impairment of Tangible Fixed Assets,

Goodwill and Other Intangibles

In accordance with SFAS No. 142 and SFAS No. 144, “Accounting for
Impairment or Disposal of Long-lived Assets,” long-lived assets to be .
held and-used are required to be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Goodwill and other intangible
assets are reviewed for impairment as discussed above.

Prior to the implementation of SFAS No. 142 and SFAS No. 144 and
through November 30, 2002, the Company followed SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed of,” for the review and determination of
the impairment of tangible fixed assets, goodwill and other intangi-
bles. In performing the review for recoverability under SFAS No. 121,
the Company determined a current market value for the asset or esti-
mated the future cash flows expected to result from the use of the
asset and its eventual disposition. If the projected undiscounted future
cash flows are less than the carrying amount of the asset, the asset is
deemed impaired. The amount of the impairment is measured as the
difference between the carrying value and the fair value of the asset.
Refer to Note 6, “Goodwill and Other Intangible Assets” for further
discussion of asset impairments.

Stock-Based Compensation

In October 1995, the FASB issued SFAS No. 123, “Accounting for
Stock-Based Compensation.” This statemnent establishes a fair value
method of accounting for an employee stock option or similar equity
instrument but allows.companies to continue to measure compensa-
tion cost for those plans using the intrinsic value based method of
accounting prescribed by Accounting Principles Board (“APB”)
Opinion No. 25, “Accounting for Stock Issued to Employees.” The
Company has elected to continue accounting for its stock-based com-
pensation awards to employees and directors under the accounting
prescribed by APB Opinion No. 25 and to provide the disclosures

_required by SFAS No. 123. The Company accounts for the Plans under

APB Opinion No. 25, under which no compensation cost has been
recognized. Had compensation cost for all stock option grants
between 1998 and 2003, including the Plans of the Company and the

(02 &

stock options of SOSA, been determined consistent with SFAS No.
123, the Company’s net income (loss) and earnings (loss) per share .
would be reduced to the following pro forma amounts:

For the years ended November 30,
(in thousands, except for per share data) 2003 2002 2001

Net Income (Loss), As Reported ~ $(315,986) $(102,805) $23,692
Stock-based compensation

included in reported income - - -
Total stock-based employee

compensation cost determined

under the fair value method of

accounting, net of minority

interest (4,397) (4,853) (4,360)
Net Income (Loss), Pro Forma $(320,383) $(107,658) $19;332
Basic Earnings (Loss) per share:

As Reported $ (575) 3% (1.87) $ 043

Pro Forma - (5.83) (1.96) 0.35°
Diluted Earnings (Loss) per share:

As Reported - $ (5758 (1.87) $ 043

Pro Forma (5.83) (1.96) 0.35

The effects of applying SFAS No. 123 in this pro forma disclosure
are not indicative of future amounts. SFAS No. 123 does not apply
to awards prior to fiscal year 1996, and additional awards in future
years are anticipated. Refer to Note 24, “Stock Option Plan” for
further discussion.

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income,” established rules
for the reporting of comprehensive income and its components.
Comprehensive income consists of net income, foreign currency
translation adjustments, minimum pension liability adjustments,
changes in fair value of derivatives and unrealized gains (losses) on

_ securities and is presented in the consolidated statements of share-

holders’ equity.

Accumulated other comprehensive loss, as of November 30, 2003 and
2002, consisted of the following: '

(in thousands) . 2003 2002
$(25,800) $(51,362)

Cumulative translation adjustments, net

Unrealized loss on securities ~ - (15,365)
Minimum pension liability adjustment,

net of tax and minority interest in SOSA (9,144)  (9,341)
Net unrealized gain (loss) on

cash flow hedges 16,546 18,089

$(18,398) $(57,979)

Future Adoption of New Accounting Standards

In November 2002, the FASB issued Interpretation No.
45,"Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others"
("FIN 45"). This interpretation requires certain disclosures to be made
by a guarantor in its interim and annual financial statements about its
‘obligations under certain guarantees that it has issued. It also requires
a guarantor to recognize, at the inception of a guarantee, a liability for
the fair value of the obligation undertaken in issuing the guarantee.

O
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The disclosure requirements of FIN 45 are effective for periods ending
after December 15, 2002. The initial recognition and initial measure-
ment requirements of FIN 45 are effective prospectively for guarantees
issued or modified after December 31, 2002. SOSA recorded the fair
value of guarantees provided in respect of joint ventures of $0.7 mil-
lion as of November 30, 2003.

In December 2002, the FASB issued SFAS No. 148, “Accounting for
Stock-based Compensation—Transition and Disclosure, an amend-
ment of FASB Statement No. 123 This statement amends SFAS

No. 123, “Accounting for Stock-based Compensation,” to provide alter-
native methods of transition for an entity that voluntarily changes to
the fair value based method of accounting for stock-based employee
compensation. It also amends the disclosure provisions of that
Statement to require prominent disclosure about the effects on report-

~ ed net income of an entity’s accounting policy decisions with respect

to stock-based employee compensation. The Company is continuing
to account for stock-based compensation according to APB No. 25,
and has disclosed the effects of SFAS No. 123 on reported income in
Note 2, “Significant Accounting Policies - Stock-Based Compensation.”

In January 2003, the FASB issued Interpretation No. 46, “Consoli-
dation of Variable Interest Entities (“VIE”)” (“FIN 46”). The objective
of the interpretation is to provide guidance for identifying controlling
financial interest established by means other than voting interest. It
requires consolidation of a VIE by an enterprise that holds such a
controlling financial interest (the primary beneficiary). It is intended
to require consolidation of VIEs only if those VIEs do not effectively
disperse the risk and benefits among the various parties involved. On
December 24, 2003, the FASB issued a revision of FIN 46 (“the Revised
Interpretation” or “FIN 46R.”) Revised Interpretation 46 modified
both the proposed modifications and other decisions previously issued
through certain FASB Staff Positions and supersedes the original FIN
46 to include (i) deferring the effective date for certain VIEs, (ii) pro-
viding additional scope exceptions for certain VIEs, (iii) clarifying the
impact of troubled debt restructurings on the requirements to consid-
er (a) whether an entity is a VIE or (b) which party is a primary bene-
ficiary, and (c) providing additional guidance on what constitutes a

variable interest. The Company will apply the interpretation to pre-

existing VIEs in 2004. FIN 46 and FIN 46R will require certain leases
of the Company to be recorded on the balance sheet, as disclosed fur-
ther in Note 18, “Variable Interest Entities.”

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and

- Equity” SFAS No. 150 establishes standards for how an issuer classifies

and measures certain financial instruments with characteristics of
both liabilities and equity. SFAS No. 150 is effective for financial
instruments entered into or modified after May 31, 2003, and other-
wise is effective at the beginning of the first interim period beginning
after June 15, 2003, except for mandatorily redeemable financial
instruments of nonpublic entities. The adoption of SFAS No. 150 did
not have a material impact on our financial position or results of
operations. :
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In December 2003, the FASB revised SFAS No. 132, “Employers’
Disclosures about Pensions and Other Postretirement Benefits (revised
2003).” The revised standard does not change the measurement and
recognition provisions of SFAS No. 87 or SFAS No. 106, but adds
significant new disclosure requirements. Additional disclosure require-
ments include enhanced information related to plan assets, investment
strategies and policies, rationale used to determine rate of return,
measurement date information, and information on pension obliga-
tion including expected future benefit payments. This statement

will not be effective for the Company until the year ending November
30, 2004.

In May 2004, the FASB issued Staff Position (“FSP”) No. 106-2,
“Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003”
(“FSP No. 106-2”). FSP No. 106-2 will supersede FSP No. 106-1 which
permits the deferral of recognizing the effects of the Medicare
Prescription Drug, Improvement and Modernization Act of 2003 (“the
Act”) in the accounting for postretirement health care plans under
SFAS No. 106 and in providing disclosures related to the plan required
by SFAS No. 132. The Company has elected the deferral provided by
FSP No. 106-1 and is evaluating the magnitude of the potential favor-
able impact of FSP No. 106-2 on the financial statements. Amounts
included in Note 22, “Pension and Benefit Plans” for the accumulated
postretirement benefit obligation and the net periodic postretirement’
benefit cost do not reflect any amount associated with the subsidy. FSP
No. 106-2 is effective for the first interim or annual period beginning
after June 15, 2004.

Presentation of Financial Statements

The 2001 and 2002 consolidated financial statements were revised to
reflect reclassifications and disclosures to conform with the current
presentation as follows:

» Reclassification of commissions, sublet costs, transshipment and
barging expenses for Tankers of $55 million in 2002 and $63 millicn
in 2001 from “Operating Revenue” to “Operating Expenses ” in the
consolidated statement of operations.

* Reclassification of gain on disposals of assets of $14.3 million in 2001
from “Non-operating (expense) income” to “(Loss) gain on disposal
of assets, net,” within “(Loss) income from operations” in the con-
solidated statement of operations.

Reclassification of other income (loss) of $1.2 million in 2001 from
“Non-operating (expense) income” to “Other operating (expense)
income, net” within “(Loss) income from operations” in the consoli-
dated statement of operations.

Reclassification of “Dividends from non-consolidated joint ventures”
of $12.7 million in 2001 from “Net cash used in investing activities”
to “Net cash provided by operating activities” in the consolidated
staternents of cash flows. '

* Reclassifications within the table reconciling the Company’s effective
tax rate to the statutory tax rate in Note 9, “Income Taxes.”

* Redlassification of the components of the 2002 balances included in
inventories in Note 11, “Inventories.”
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3. Business Acquisitions

SOSA-NKT Acquisition

On December 7, 1999, SOSA completed a transaction to form a joint
venture entity, NKT Flexibles I/S (“NKT”), a manufacturer of flexible
flowlines and dynamic flexible risers for the offshore oil and gas
industry. The transaction was effected through the acquisition of
Danco A/S; a wholly-owned Norwegian company, which holds the
investment in NKT. NKT is owned 51% by NKT Holdings A/S, and
49% by SOSA through Danco A/S. The total consideration for the
acquisition was $36.0 million: $10.5 million cash and the issue of
1,758,242 SOSA Class A Shares, with an average guaranteed value of
$14.475 per share for a value of $25.5 million. The Class A Shares
have subsequently been converted to SOSA Common Shares on a
one-for-one basis.

The-acquisition of Danco A/S has been accounted for by the purchase
method of accounting and, accordingly, the operating results have
been included in the Company’s consolidated results of operations
from the date of acquisition. The excess of cash paid over the fair
value of net assets acquired was recorded as goodwill of $2.1 million
at the date of acquisition. The Company accounts for the investment
in NXT as a non-consolidated joint venture under the equity method.

On February 20, 2002, SOSA paid cash of $3.4 million to repurchase
249,621 of its Common Shares previously issued to NKT Holdings
A/S at a guaranteed price of $13.65 per share, as shown in the below
table. $1.6 million related to the settlement of the minimum share
price guarantee, and was the difference between the guaranteed price
and the market price of SOSA Common Shares on February 20, 2002.
The remaining $1.8 million represented the market value of the shares
repurchased. These shares were subsequently sold to SNSA, SOSAs
majority shareholder, on November 19, 2002.

In March 2003, SOSA paid cash of $13.5 million to repurchase
879,121 of its Common Shares from NKT Holding A/S at an average
guaranteed price of $15.30 per share, as shown in the below table.
These shares represent the remaining balance of shares to be bought
back from NKT Holdings A/S by SOSA.

SOSA-ETPM Acquisition

On December 16, 1999, SOSA acquired approximately 55% of the
French offshore construction and engineering company ETPM S.A.
(“ETPM”), a wholly-owned subsidiary of Groupe GTM S.A.
(“GTM”). GTM was subsequently acquired by Groupe Vinci S.A.
(“Vinci”). The remaining 45% of ETPM was acquired by SOSA on
February 4, 2000. )

The total consideration for the acquisition was $350.0 million and
was comprised of the following items: (i) $111.6 million in cash; {ii)
the issue of 6,142,857 SOSA Class A Shares, which have subsequently
been converted to SOSA Common Shares on a one-for-one basis,
with a minimum guarantee price of $18.50 per share for a total value
of $113.6 million; (iii) the assumption of debt of $18.4 million due

[

from ETPM to GTM and debt of $71.0 million due to third parties;
(iv) acquisition costs of $3.4 million; and (v) $32.0 million being the .
net present value at acquisition of a hire purchase arrangement for
two ships owned by GTM, the Seaway Polaris and the DLB 801, with
an early purchase option after two years.

The acquisition has been accounted for by the purchase method of
accounting and, accordingly, the operating results have been included
in the Company’s consolidated results of operations from the date of
acquisition. There was no goodwill associated with this transaction.
As a result of the share price guarantee, the Company recorded an
addition to Paid-in Surplus. No gain was recognized in the consoli-
dated statement of operations relative to the issuance of the SOSA
Common Shares.

On May 3, 2002, SOSA paid cash of $113.6 million to repurchase the
6,142,857 of its Common Shares previously issued to Vinci, as shown
in the below table. $58.9 million related to the settlement of the mini-
mum share price guarantee. The remaining $54.7 million paid repre-
sented the market value of the shares repurchased. These shares were
subsequently sold to SNSA during 2002.

As a result of the settlement of the share price guarantees in 2003 and
2002 by SOSA, the Company recorded a reduction to Paid-in Surplus
of $5.4 million and $29.4 million, respectively.

During 2002, as part of the transactions to settle the share price
guarantees in respect of the acquisitions of ETPM and NKT, as

- described above, SOSA repurchased 6,392,478 SOSA Common

Shares which were subsequently issued to the Company as a partial
repayment of $38.4 million of a total intercompany loan of $64.0 mil-
lion. In November 2002, SOSA issued 6,019,287 SOSA Common
Shares to SNSA for proceeds of $25.6 million to repay the remaining
outstanding portion of the $64.0 million loan provided by SNSA to-
assist in funding the settlement of these guarantees, The impact on
SNSA of debt to equity conversions with SOSA is recorded as a reduc-
tion to Paid-in Surplus. :

SOSA-Paragon and Litwin Acquisitions

In 2001, SOSA paid $16.7 million to acquire two engineering
services companies, Paragon Engineering Services, Inc. and Ingerop
Litwin. These acquisitions generated $10.5 million of goodwill and
intangible assets. Total assets acquired and liabilities assurned in the
2001 acquisitions by SOSA amounted to $45.0 million and $28.3
million, respectively.

The Paragon and Litwin companies are currently held for sale by
SOSA. These engineering businesses, which were acquired by SOSA in
2001, are expected to be sold by the end of the second quarter of fiscal
year 2004. Certain of the engineering services they have provided will
be re-integrated into SOSA’s business, and SOSA expects to retain
approximately 100 engineers from Paragon and Litwin. Refer to Note =
4, “Assets Held for Sale” for further discussion.
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The impact of SOSA’s share repurchases on the financial statements of SNSA is summarized in the following table.

Settlement of

In 2001 SSF paid $80.6 million for several acquisitions, mamly includ-
ing Australian Bluefin Pty Ltd., a company involved in the ranching of
southern bluefin tuna in Australia, and Sociedad Pesquera Eicosal S.A.
a producer of Atlantic salmon, salmon trout and coho in Chile. These
acquisitions generated $58.5 million of goodwill and intangible assets.
Total assets acquired and liabilities assumed in the 2001 acquisitions
of SSF amounted to $104.9 million and $24.3 million, respectively.
Debt assumed in the SSF acquisitions amounted to $9.4 million.

4. Assets Held for Sale v

As a part of SOSA’s new strategic focus, SOSA is actively seeking to
dispose of certain other assets that are not essential to its redefined
core business. As at November 30, 2003, the following assets are classi-
fied as “Held for sale” in accordance with SFAS No. 144 ¢ Accountmg
for the Impairment or Disposal of Long-lived Assets.”

ROV drill-support -
This business involves around 200 employees worldwide, 44 ROVs
and certain ancillary equipment, together with related contracts, and

. is operated from bases in West Africa, South America and the North

Sea. On February 20, 2004, SOSA and the Sonastolt joint venture sold
the business to Oceaneering International, Inc. for a sale price of
approximately $48 million. SOSA received approximately $28 million
in cash after settling the interests of Sonangol, its joint venture part-
ners in Angola, and transaction costs. The sale resulted in a gain of
$5.5 million being recorded in the first quarter of 2004.

Serimer DASA

This is a wholly-owned specialized surface welding services and sur-
face welding equipment manufacturing company with its head office
near Paris, France, In addition, Serimer has a sales office in Texas,
United States. Serimer DASA provides automatic surface welding
services primarily to offshore pipelaying contractors. SOSA closed on
the sale of this business at the end of the second quarter of 2004, with
gross proceeds of $40 million, prior to transaction costs, to be
received early in the third quarter.

@5 oS

Repurchase of share price
Market price Number of shares by guarantees by
_ Guaranteed on date of SOSA Shares Stolt Offshore Stolt Offshore Total Paid
price repurchase purchased (in thousands) (in thousands) (in thousands)
2003
NKT Holdings A/S $15.30 $1.14 879,121 $ 1,002 $12,447 - $ 13,449
2002
NKT Holdings A/S $13.65 $7.05 | 249,621 $ 1,760 $ 1,647 $ 3,407
Groupe Vinci S.A. $18.50 $8.91 6,142,857 54,733 58,910 113,643
Total 6,392,478 $56,493 $60,557 $117,050
SSF Acquisitions Paragon Companies

The Paragon Companies include Paragon Engineering Holdings Inc.,
Paragon Engineering Services, Inc., Paragon Litwin, and Paragon Italia
S.r.l. These engineering businesses, which were acquired in 2001, are
expected to be sold early in the third quarter of 2004. Certain of the
engineering services they have provided will be re-integrated into
SOSA's business, and SOSA expects to retain approximately 100 engi-
neers from the Paragon Companies.

- Survey Business

This business consists of two owned ships (Seaway Legend and Elang
Laut), one ship on charter (Seaway Petrel), marine equipment, spare
parts and additional equipment, including five survey ROVs. SOSA
expects to sell this business by the end of 2004. SOSA intends to out-
source its survey work to the buyer of this business.

Assets in the Lobito Yard, Angola

A large quantity of equipment located in the Lobito Yard on long-
term lease to Sonamet, a non-consolidated equity investee of SOSA,
was under negotiation for sale to Sonamet at November 30, 2003. The
sale was completed in the first quarter of 2004. Net proceeds were
$5.4 million, with no gain or loss. An impairment charge of $5.1 mil-
lion was recorded against these assets during fiscal year 2003.

Vessel Sales -

Since November 30, 2003, SOSA has disposed of the Annette, the
Seaway Rover, the Seaway Invincible, and the Seaway Pioneer. Proceeds
from these sales were $3.0 million and were received during the first
and second quarter of 2004, and a gain of $0.6 million was recorded.

These assets do not meet the criteria for disclosure as discontinued
operations, either because (i) SOSA expects to sign an agreement for
continuing utilization of those businesses on an outsourced basis, or
(ii) the operations and cash flows from the disposal groups will not be
eliminated from SOSA’s operations because they will continue to be
performed in house at a lower level of operation or purchased from
third parties when required.
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As of November 30, 2003, SOSA held assets for sale of $106.2 million
and liabilities pertaining to assets held for sale of $57.9 million. A
summary of the assets held for sale and the liabilities pertaining to
assets held for sale is as follows:

As of November 30,
(in millions) 2003
Assets '
Trade receivables $424
Fixed assets, net . 52.4
Other current assets 8.1
Other non-curent assets - 0.7
Goodwill and other intangible assets ‘ 2.6
Total assets held for sale $106.2
Liabilities
Accounts payable and accrued expenses $ 371
Other current liabilities 9.8
Other non-current liabilities - o 11.0
Total liabilities pertaining to assets
held for sale $ 57.9

5. Impairment of Tangible Fixed Assets

In accordance with SFAS No. 144, “Accounting for Impairment or
Disposal of Long-lived Assets,” long-lived assets are tested for recover-
ability whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. SOSA recognized aggregate
impairment charges of $176.5 million in fiscal year 2003 in respect of
its tangible fixed assets, as follows: ' :

- An impairment charge of $44.2 million was recorded in 2003 related
to ships offered for sale. A sales brochure was published in
September 2003 by Derrick Offshore, a ship broker acting for SOSA,
offering several ships for sale. These included the Seaway Kestrel,
Seaway Explorer, Seaway Invincible and the Seaway Rover. The broker
provided guidance as to the prices that could be obtained under cur-
rent market conditions. These prices were at a level substantially
below the carrying values of the ships, and were confirmed by a for-
mal valuation in January 2004. An impairment charge was recorded
against the carrying value of certain ships, measured on the basis of
the broker’s valuation.

« An impairment charge of $55.7 million was recorded in 2003 related
to LB200 pipelay barge. As part of the business restructuring initiat-
ed by SOSA's new management team, a separate trunkline business
unit was established in the fourth quarter of fiscal year 2003, specifi-
cally dedicated to the marketing and operation of the LB200 pipelay
barge. An in-depth review was then performed to determine the pre-
dicted worldwide demand for trunkline lay, and the available barges
capable of performing this type of work. The outcomes from bid
processes during the fourth quarter of fiscal year 2003 were also
evaluated. This review resulted in a revised forecast of utilization and
future daily charge-out rates for the LB200, and an impairment
charge was recorded on the basis of a fair value calculation using dis-
counted cash flows. An external shipbroker reviewed this calculation
at SOSA’s request and validated the underlying market assumptions.

» An impairment charge of $42.7 million was recorded in 2003 related
to Radial Friction Welding (RFW). The RFW program was started in
June 1995 to design and fabricate a high quality ship-mounted weld-
ing system for use on 6- to 12-inch flowlines, at a production rate of
200 pipe joints per day. The system was designed not only for welding

4

1

s e n S . A

normal high tensile carbon steels, but also for the emerging premium
market for corrosion resistant alloys. However, it proved too large
and complex to install on one of SOSA's existing ships and fabrica-
tion was suspended in December 2000. In fiscal year 2002, SOSA
launched a joint feasibility study with a third party ship-owner to
install the equipment on an existing ship, which would be operated as
a specialized deep-sea construction ship by a joint venture. The study
indicated that adaptation of the existing ship would necessitate sub-
stantial additional investment, so SOSA commissioned an agent to
identify and attract a further outside investor. SOSA received a status
note from this agent on November 28, 2003, confirming that he had
been unable to attract any further investors to join the project, which
meant that the proposed joint venture could not proceed. Although
efforts to find alternative uses for the RFW will continue, the market
trend has moved away from corrosion-resistant alloys, and more
competitive welding technologies have emerged. It is no longer appro-
priate to carry this.asset other than at scrap value, and an impairment
charge has been recorded to reduce the carrying value to zero.

An impairment charge of $28.8 million was recorded in 2003 related
to other ships and offshore equipment. At the time of preparation of
the annual operating budget for 2004 and three-year plan in October
2003, SOSA’s senior management assessed the level of expected future
utilization of all its assets in the light of the business strategies estab-
lished in the new management’s business plan, and a number of assets
were found to be under-utilized. The major items included a ship
(Seaway Defender), three remote-operated MATIS™ pipe-connectors,
nine ROV, the smartleg platform-deck installation equipment, three
trenchers/ploughs, hardsuit diving equipment, and four pipe carousels.
The impairment charge was recorded on the basis of fair value calcula-
tions performed by SOSA using discounted cash flows.

« An impairment charge of $5.1 million was recorded in 2003 related
to Lobito yard assets. This category comprises a large quantity of
SOSA's equipment located at the Lobito fabrication yard on long-
term lease to Sonamet (a non-consolidated equity investee company
in which SOSA holds a 55% interest). The equipment including
cranes, tractors, cutting and welding equipment, generators, and
vehicles. A buy-out proposal from Sonamet to acquire the equipment
was received in the fourth quarter of 2003, and an impairment charge
was recorded to reduce the carrying value to the expected sales price.
The assets were sold to Sonamet at that price after the end of 2003.

/
6. Goodwill and Other Intangible Assets
Goodwill, net of accumulated amortization, is as follows:

As of November 30,

(in millions) ' 2003 2002

Goodwill $42.5 $63.0

Accumulated amortization - (19.4)
$ 43.6

Total $42.5

Other intangible assets, net of accumnulated amortization, are
as follows:

As of November 30, .-
(in millions) 2003 2002

Other intangible assets $40.6 $48.7
Accumulated amortization (9.4) (6.4)
Total - $31.2 $42.3

Gl oS .




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The total amortization expense for intangible assets in 2003 amount-
ed to $4.0 million.

The estimated aggregate amortization expense for intangible assets
subject to amortization amounts to approximately $1.0 million per
year for each of the next five years.

Intangible assets not subject to amortization amounted to approxi-
mately $27.9 million as of November 30, 2003, primarily represented
by the SSF bluefin tuna quota rights in Australia for $24.7 million and
the SSF site licenses in Chile for $3.2 million.

Goodwill amounted to $42.5 million as of November 30, 2003, and by

reportable segment included SSF goodwill for its various regions of
$28.5 million, SOSA goodwill for its various regions of $6.0 million
and SNSA corporate goodwill in SOSA of $7.8 million.

 Impairment of Goodwill

The Company recognized goodwill write-offs of $2.4 million in 2003
for SSF, and $118.0 miillion in 2002, including $106.4 million for
SOSA, $7.8 million for SSF, $3.1 million for SNTG, and $0.7 million
relating to other corporate investments in SSF. ‘

SOSA

During the year ended November 30, 2002, the continuing poor
returns obtained on certain investments made in 1998 and 1999 led
SOSA to perform an impairment review of all goodwill on acquisi-
tions. As a result, impairment charges totaling $106.4 million were
recorded against goodwill, of which $103.0 million related to the
entire remaining goodwill on the acquisition of Ceanic Inc.
(“Ceanic”). The remainder of the charge eliminated the outstanding
goodwill of $1.8 million on the acquisition of Danco A/S, which holds
SOSA’s investment in NKT Flexibles, and of $1.6 million in respect of
SOSA’s Indonesian subsidiary, PT Komaritim (“PT Komaritim™).

Several factors were taken into account in the analysis and supporting
projected cash flows that resulted in the impairment charge of $103.0
million to eliminate the entire remaining goodwill on acquisition of
Ceanic Corporation. The acquisition was made in 1998 as part of a
strategy to establish a presence in one of the world’s most important
offshore markets, at a price that reflected rising oil prices and
favorable investment conditions. Since then the Gulf of Mexico off-
shore contractor market has experienced an unprecedented down-
turn. As a result, SOSA’s North America region was loss-making for
the two years ended November 30, 2001, and again performed below
management’s expectations in fiscal year 2002. Market analysts’
reports, at the end of fiscal year 2002, indicated that the major oil
companies were directing their development funds away from U.S.
waters and towards overseas targets, particularly West Africa, where
the per-barrel recovery costs are lower. SOSA forecast no significant
upturn in demand in the Gulf of Mexico market in 2003 and had
therefore revised earlier assumptions of long-term market growth in
its impairment model and eliminated the remaining goodwill. The
Ceanic goodwill was previously amortized over 25 years.

7 S
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The NKT joint venture had been loss-making since SOSA acquired

its 49% share in 2000, and the market for flexible pipes had not
grown as quickly as expected, with the result that the joint venture
suffered from excess production capacity and did not meet its
performance targets. During 2002, NKT management revised its strat-
egy to focus on efficiency on the basis of slower growth in the next
few years than initially forecast. SOSA performed an impairment test
based on the discounted cash flow projections, and determined that

the goodwill was fully impaired. An impairment adjustment of $1.8

million was recorded in November 2002. This goodwill was previously
amortized over 10 years on a straight-line basis.

SOS8A’s PT Komaritim subsidiary in Indonesia had been loss-making
for several years, and in 2002 once again under-performed manage-
ment’s expectations. The Indonesian market was still characterized by
high competition in the shallow water sector, an environment in
which SOSA was unable to fully leverage its technology and core
expertise. SOSA determined, on the basis of discounted cash flows,
that the goodwill was fully impaired, and a charge of $1.6 million was
recorded in the year ended November 30, 2002. This goodwill was
previously amortized over 20 years on a straight-line basis.

-

SSF .
SSF performed annual impairment reviews in 2003 on all remaining
goodwill. An impairment charge of $1.3 million was recorded against
goodwill of SSF’s Americas region related to the operations in Eastern
Canada as a result of continuing poor results in that region. An addi-
tional write-down of goodwill in SSF’s Americas region of $0.8 mil-
lion from the acquisition of Sociedad Pesquera Eicosal S.A. in Chile
was recorded as a result of a revised assessment of future expected
results in that operation. The remaining $0.3 million related to the
write-off of goodwill associated with SSF’s corporate investment in
Midt-Finnmark Smolt A/S. )

During the year ended November 30, 2002, the continuing poor
results obtained in salmon aquaculture activities led SSF to perform
an impairment review of all goodwill on acquisition of such activities.
As a result, impairment charges totaling $7.8 million were recorded
against goodwill, of which $6.3 million related to the entire remaining
goodwill on acquisitions in Scotland. The remaining $1.5 million of
the impairment charge related to the write-off of goodwill arising
from the acquisition of DE Salmon in the state of Maine, U.S.

(“DE Salmon”). '

Gaelic Seafoods Limited and Harlosh Salmon Limited were acquired
in December 1997 and February 2001, respectively. SSF has per-
formed an impairment test based on the discounted cash flow projec-
tions and determined that the goodwill associated with these acquisi-
tions in Scotland was fully impaired. An impairment adjustment of
$6.3 million was recorded in November 2002. This goodwill was pre-
viously amortized over 20 years on a straight-line basis.

DE Salmon was acquired in September 1999. SSF determined, on the
basis of discounted cash flows, that the goodwill associated with this
acquisition was fully impaired, and a charge of $1.5 million was

~ recorded in November 2002. This goodwill was previously amortized

over 20 years on a straight-line basis. .
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SNTG

In early 1997, SNTG acquired the tank container operations of
Challenge International S.A., a company based in France. During the
year ended November 30, 2002, management of Stoit-Nielsen
Transportation Group SAS, the French subsidiary operating

these tank container assets, agreed to dispose of the primary asset

of the company being its fleet of tank containers. On the basis of this
early disposal of the assets by the French subsidiary, an impairment
review of the goodwill was undertaken on this acquisition and

an impairment charge of $3.1 million was recorded.

Impairment of Other Intangible Assets

During the year ended November 30, 2001, in light of the increased
worldwide recognition of the Stolt Offshore name and the discontinu-
ation of the use of the Comex name, SOSA reviewed the carrying
value of its former trade name Comex for possible impairment. SOSA
determined that the value of the trade name had been impaired and
recorded a charge of $7.9 million in its results of operations for the
write-off of the trade name, in accordance with SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed Of” Prior to the write-off, this asset was
being amortized over 30 years on a straight-line basis.

7. {Loss) Gain on Disposal of Assets, Net
(Loss) gain on disposal of assets, net is comprised of the following:

For the years ended November 30,

(in thousands) 2003 . 2002 2001

Sale of investments in
available for sale securities $(5353) $ - ¢ -
Sale of OLL 4,444 - -
Insurance settlement on SNTG ship 1,042 - -
Sale of SNTG ships (1,295) 141 430
Sale of SNTG tank containers 71 374 323
Sale of SNTG terminals - 655 12,204
Sale of SOSA assets (328) 8,003 1,234
Sale of other assets ' 2 1,089 84
$ (1,417)  $10,262 $14,275

During 2003 the Company recorded a loss on sale of investments in

available for sale securities of $5.4 million associated with the sale of
Vopak and Univar shares.

Additonally, in April 2003, the Company sold substantially all of the
assets of OLL to Elemica. Under the terms of the agreement, Elemica
acquired the full technology platform and the ongoing business oper-
ations of OLL. SNTG will continue to be a customer of the Elemica
network. In connection with the sale of OLL assets in 2003, SNSA
recorded a gain of $4.4 million, included in “(Loss) gain on disposal
of assets, net” in the consolidated statement of operations, that result-
ed from the prior purchase of equity of OLL by Aspen Technology,
Inc. ("Aspen Tech”), the owner of approximately 19 percent minority
interest in OLL since February 2001.

[4
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Under certain conditions, the purchase price of the original transac-
tion in February 2001, as referred to above, was refundable to Aspen
Tech in 2006 by OLL. As such, no gain had been recognized in con-
nection with the initial sale of OLL’s shares. In addition, due to the
Company’s obligation to fund OLL and the potential refund by OLL
to Aspen Tech of the purchase price, the Company had recognized
100% of OLL’s losses each year, without a reduction for the minority
interest in OLL. The deferred gain on the original transaction in 2001,
which amounted to $9.5 million, is included in “Other non-current
liabilities” in the accompanying consolidated balance sheet as of
November 30, 2002. The above gain is comprised of the realization of
the previously deferred gain on the original transaction of $9.5 mil-
lion, as discussed above, plus the release of various other related bal-
ance sheet items totalling §1.8 million, less the asset impairment on
Aspen Tech shares of $6.9 million. The Aspen Tech shares were
received as partial consideration at the time of the original sale of
OLL equity.

At the end of the fourth quarter of 2003, SSF sold 200 metric tons of
tuna quota rights in Australia for $25.8 million. In conjunction with
this transaction, such tuna quota rights were reacquired by SSF for an
injtial five year period at market rates to be set each year, with a
renewal option for a further five'year period again at annually agreed
market rates. The tuna quota rights have an indefinite life. The
deferred gain of $15.3 million on a pretax basis, $11.0 million on an
after tax basis, on the transaction is being amortized over the initial
period of five years, starting on December 1, 2003.

During 2002 the Company recorded a gain on sale of other assets on
SNTG of approximately $1.1 million primarily associated with the
sale of a Company apartment in Singapore.

In addition, SOSA recorded a gain of $8.0 million in 2002 relating to-
the sale of assets of Big Inch Marine Systems, Inc.

In 2001, the Company sold SNTG’s tank storage terminals in Perth
Amboy, NJ and Chicago, IL for a pretax gain of $12.2 million, $7.3
million after tax. The Company also recorded a gain of $1.2 million
on the sale of assets of Hard Suits Inc., a specialized diving company
of SOSA. ‘ .

Refer to Note 17, “Operating Leases” for further discussion of the loss
of $1.1 million recorded in 2003 on the sale and leaseback of three
chemical parcel tankers, as included in the above table within sale of
SNTG ships.
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8. Restructuring Charges
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The following tables summarize the activity for the restructuring charges of the Company in 2003 and 2002. No restructuring charges

were incurred in 2001:

For the year ended November 30, 2003

Opening  Expensed Paid Other(a) Closing
(in thousands) Balance  in the year in the year . ; Balance
Real estate costs 3 - $ 2,682 $ - $ 21 $ 2,703
Personnel and redundancy costs - 15,243 (2,623) 119 12,739
Professional fees - 360 (119) » - 241
Relocation costs — 88 (88) - -
Total $ — $18,373 $(2,830) $ 140 $15,683
(a) Includes the effect of exchange rate changes
For the year ended November 30, 2002
Opening  Expensed Paid Closing
(in thousands) Balance  inthe year  in the year Balance
Personnel and redundancy costs $ - $ 6,899 $(6,899) $ -
Professional fees - 715 (715) -
Relocation costs - - 1,987 (1,987) -
Total 3 - $ 9,601 $(9,601) § -

The restructuring charges of $16.2 million recorded by SOSA in 2003
result from the implementation of the new management team’s plan
for financial recovery, which included the restructuring of SOSA's cost
and asset base. The first stages of the plan for financial recovery,
involving changes in SOSA's personnel, operating structure and busi-
ness processes, were substantially completed in the second half of fis-
cal year 2003. The senior management tier was restructured, with new
appointments to 30 out of 40 posts; a plan was commenced to reduce
the total workforce by 21% through disposal of certain businesses
(1,100 positions), and headcount reduction (400 positions). Refer to
Note 4, “Assets Held for Sale” for further discussion.

The real estate costs of $§2.7 million were incurred in the AFMED
region, where a provision of $1.8 million was recorded for the accrued
rental of office space vacated by Paragon Litwin. The balance of $0.9
million of unamortized leasehold improvements for these offices was
also written off.

The $13.2 million of personnel and redundancy costs relate to sever-
ance payments, vacation pay, and outplacement fees, and were princi-
pally incurred in the NEC, AFMED, Corporate and NAMEX segments
due to the need to reduce staffing levels in the Aberdeen, Stavanger,
Nanterre, and Houston offices to reflect lower levels of business
expected in 2004. SOSA expects the majority of the provision out-
standing at year-end 2003 will be paid before year-end 2004, although
this is dependent on the outcome of consultative processes with works
councils in France and Norway, which commenced in 2003.

The $0.3 million of professional fees relate to fees incurred in connec-
tion with asset disposals.

In early 2001, SNTG embarked upon a major strategic initiative to
improve the utilization of assets, divest non-core assets and reduce
costs. One aspect of this initiative was an overhead reduction effort,
announced in January 2002. A total of $11.8 million has been
incurred for severance, relocation and other costs through November
30, 2003, of which $2.2 million and $9.6 million were expensed and
paid in 2003 and 2002, respectively. The SNTG restructuring program
in 2002 included the termination of 108 employees and the relocation
of 27 employees.
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9. Income Taxes

The following tables present the United States and foreign compo-
nents of the income tax provision (benefit} for the fiscal years ended
2003, 2002 and 2001 by business segment:

For the year ended November 30, 2003

. SNTG

(in thousands) & Other SOSA SSF Total
. Current: .

U.S. ' $(3,986) $§ 1,280 $ - $(2,706)

Non-U.S. 4,275 5,358 8,414 18,047
Deferred:

Us. - (1,163) 4,627 3,464

Non-U.S. - (6,130) 2,597 (3,533)
Income tax provision

(benefit) $ 289 $§ (655) 815,638 $15,272

For the year ended November 30, 2002

SNTG
(in thousands) & Other SOSA SSE Total
Current: ’
us. $ 6081 § 1,340 $ - 3% 7421
Non-U.S. 3,060 12,724 . 5,041 20,825
Deferred: o
us. - 10,781 1,107 11,888
Non-U.S. - (16,687) (5,478) (22,165)
Income tax provision $ 9,141 $ 8,158 $ 670 $17,969
For the year ended November 30, 2001
SNTG
(in thousands) and Other SOSA SSF Total
Current: . .
U.S. $ 4,582 § - § 135 § 4,717
Non-U.S. . 978 25,052 6,699 32,729
Deferred: N
Us. - = (4,021) (4,021)
Non-U.S. - (4,433) (1,431) (5,864)

Income taxprovision $ 5560 $ 20,619 $ 1,382 $27,561

i
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The following presents the reconciliation of the provision for

income taxes to United States federal income taxes computed at the
statutory rate:

{(in thousands) 2003 2002 2001

(Loss) income before income tax
provision and minority interest

Tax at U.S. federal rate (35%)
Differences between U.S. and

$(449,254) $(141,032) $ 46,999
$(157,239) § (49,361) $16,450

non-U.S. tax rates 8,128 3444 2,279
U.S./Non-U.S. source shipping '

and other income not subject

to income tax 40,077 (18,144) (35,987)
Losses not benefited and increase

in valuation allowance 76,034 50,711 39,031
Change to UK. tonnage tax regime’ - = (21,307) (15,200)
Imputed interest deduction - - (5,381)
Withholding and other taxes 5,103 12,873 10,434
Non-deductible amortization

‘and impairment of goodwill

and other intangibles 37,652 38,909 4,986
Adjustments to estimates relative

to prior years - - 11,219
Other, net 5,517 844 (270)

Income tax provision $ 15272 § 17,969 $27,561

Substantially all of SNTG’s shipowning and ship operating sub-
sidiaries are incorporated in countries which do not impose an
income tax on shipping operations. Pursuant to the U.S. Internal
Revenue Code of 1986, as amended, effective for the Company’s fiscal
years beginning on or after December 1, 1987, U.S. source income
from the international operation of ships is generally exempt from
U.S. tax if the company operating the ships meets certain require-
ments. Among other things, in order to qualify for this exemption, the
company operating the ships must be incorporated in a country
which grants an equivalent exemption to U.S. citizens and corpora-
tions, and whose shareholders meet certain residency requirements.

The Company believes that substantially all of SNTG’s shipowning
and ship operating subsidiaries meet the requirements to qualify for
this exemption from U.S. taxation. The Internal Revenue Service has
examined those requirements through fiscal 1992 and have not pro-
posed any adjustments. For these reasons, no provision for U.S.
income taxes has been made with respect to SNTG’s U.S. source ship-
ping income.

The Company and its subsidiaries’ income tax returns are routinely
examined by various tax authorities. In management’s opinion, ade-
quate provision for income taxes have been made for all open years.
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The components of the Company’s deferred tax assets and liabilities
as of November 30, 2003 and 2002 are as follows:

(int thousands) .

SNTG SOSA SSE Total

Deferred Tax Assets:
Net operating
loss carryforwards

and tax depreciation
: Other timing
‘ f ‘ differences—net
Gross deferred tax
assets
Valuation allowances

Deferred tax
assets—net

Deferred Tax Liabilities:

Differences between
book and tax
depreciation

U.S. State deferred
taxes y

Other timing
differences

Deferred tax
—. liabilities

Net deferred tax
(liability)/asset

" Current deferred tax

asset

Non-current deferred
tax asset

Current deferred tax
liability

Non-current deferred
tax liability

Differences between book

$ 10,198 $ 79,242 326,699 $116,139

- - 14,912 14,912
13,630 57,498 - 71,128
23,828 136,740 41,611 202,179

(10,188) (109,175) (21,176) (140,539)

13,640 27,565 20,435 61,640
(28,471) (25,669) - (54,140)
) = - @)

- - (15,518) (15,518)

(28,473) (25,669) (15,518) (69,660)

$(14,833) $ 1,896 § 4,917 $ (8,020}

$ 830 5 53 $ 7,754 5 8,687
7,231 8314 12,027 27,572
- (4471) (14,864) (19,335)
(22,944)  (2,000) - (24,944)

$(14,833) $§ 1,896 3§ 4,917 §$ (8,020)
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(in thousands)

SNTG SOSA SSE Total

Deferred Tax Assets:
Net operating
loss carryforwards

Other timing
differences

Gross deferred
tax assets
Valuation allowances

Deferred tax
assets—net

Deferréd Tax Liabilities:

Differences between
book and tax
depreciation

U.S. State deferred taxes

Deferred tax
liabilities

Net deferred tax

(liability)/asset

Current deferred tax
asset

Non-current deferred
tax asset

Current deferred tax
liability

Non-current deferred
tax liability

$ 6,221 $62,979 $16,275 $ 85,475

11,628 33,036 3,272 47,936

17,849 96,015
(6,200) (74,275) "

19,547 133,411

(330) (80,805)

11,649 21,740 19,217 32,606

(19,093) (25,828)  (6,936) (51,857)
(3,580) - - (3,580)

(22,673) (25,828) (6,936) (55,437)

$(11,024) $ (4,088) $12,281 $ (2,831)

$ 531 § - $ 2,137 $§ 2,668

1,993 3,101 23,632 28,726

(13,488) (13,488)

(13,548) (7,189) = (20,737)

$(11,024) $ (4,088) $12,281 § (2,831)

SOSA’s UK. shipping subsidiaries continued to be taxed under the
U.K. tonnage tax regime, whereby taxable income is computed by ref-
erence to the tonnage of the vessels rather than by reference to profit.
In prior years SOSA released part of its deferred tax liability for the
ships within the tonnage tax regime on the basis that the former man-
agement had no intention of selling the ships. The new management
does intend to sell a ship and has therefore reinstated its deferred tax
lability for the ship within the tonnage tax regime. SOSA recorded a
net benefitin 2003 of $1.0 million, as a result of being taxable under

the tonnage tax regime.

Under UK. tonnage tax legislation, a proportion of tax depreciation
previously claimed by SOSA may be subject to tax in the event that

a significant number of vessels are sold and are not replaced. This
contingent liability decreases over the first seven years following entry
into the tonnage tax regime, to $nil. SOSA’s management has made
no provision for the contingent liability for ships that management
does not consider probable to be sold. The contingent liability in
respect of these ships at November 30,2003 was $33.7 million

(2002: $46.2 million).
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Withholding and remittance taxes are not recorded on the undistrib-
uted earnings of SNSA’s subsidiaries since under the current tax laws
of Luxembourg and the countries in which substantially all of SNSA’s
subsidiaries are incorporated, no taxes would be assessed upon the
payment or receipt of dividends. Earnings retained by subsidiaries
incorporated in those countries, which impose withholding or remit-
tance taxes, are considered by management to be permanently rein-
vested in such subsidiaries. The undistributed earnings of these sub-
sidiaries as of November 30, 2003 were not significant.

As of November 30, 2003, SNTG, SOSA and SSF had approximately
$33.1 million, $238.7 million and $89.0 million, respectively, of net
operating loss carryforwards (“NOLs”) for tax purposes, which, if
they remain unused will expire as follows:

SOSA SSF Total

(in thousands) SNTG

2004 $ 2 % - $ 5092 $ 5,094
2005 2 15_,483 8,384 23,869
2006 2 - 1,617 1,619
2007 : 2 18,683 14,375 33,060
2008 : 2 2,883 ' ]_.00 2,985
Thereafter 19,105 125,226 54,147 198,478
Indefinite carryforward 13,989 76,405 5,279 95,673
Total $ 33,104 $238,680 $83,994 ] $360,778

The Company has recorded a valuation allowance to reflect the esti-
mated amount of deferred tax assets that may not be realized. The
valuation allowance increased to $140.5 million in fiscal 2003 from
$80.8 million in fiscal 2002." The increase in the valuation allowance
results from an increase in the net operating loss and other deferred
tax assets that may not be realized. ‘

As of November 30, 2003 and 2002, the current deferred tax asset of
$8.7 million and $2.7 million, respectively, is iricluded within “Other
current assets.” The current deferred tax liability of $19.3 million and
$13.5 million as of November 30, 2003 and 2002, respectively, is
included within “Other current liabilities.”

10. Trade Receivables
Trade receivables at November 30, 2003 and 2002 of $520.3 million and

" $573.0 million, respectively, are net of allowances for doubtful accounts

of $24.1 million and $13.5 million, respectively.

Included in trade receivables at November 30, 2003 was $168.0 million

,(2002: $261.9 million) of unbilled receivables. As of November 30, 2003,

the amount included in unbilled trade receivables with respect to dis-

e

puted variation orders and claims was $nil (2002: $46.2 million}. Of the ‘

$46.2 million related to disputed variation orders and claims, as of
November 30, 2002, $6.1 million was written off during 2003. Cash has
been collected in settlement of the remaining disputed variations orders
and claims at November 30, 2002.

As of November 30, 2003, an amount of $37.0 million was included in
trade receivables in respect to invoiced work on the Duke Hubline proj-
ect. As described in Note 20, “Legal Proceedings,” a settlement was
reached with Algonquin Gas Transmission whereby payment of the
invoices was included as a part of a negotiated settlement.

!
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11. Inventories
Inventories at November 30, 2003 and 2002 consisted of the
following:

2003 (in thousands) SNTG  SOSA SSF Total
Raw materials ' $131 $13,648 $§ 4,739 $ 18,518
Consumables 185 7,677 2,786 10,648
Work-in-progress 7 775 - 782
Seafood biomass - - 171,603. 171,603
Finished goods - - 49,576 49,576

$323 $22,100 $228,704 $251,127

2002 (in thousands) SNTG  SOSA SSF Total
Raw materials $114 $11,710 § 6,471 $ 18,295
Consumables 129 5,107 1,392 6,628
Work-in-progress 54 708 - 762
Seafood biomass - — 138,362 138,362
Finished goods _ - - 67,451 67451

$297 $17,525 $213,676 $231,498

12. Restricted Cash Deposits

Restricted cash deposits comprise both funds held in a separate
Company bank account, which will be used to settle accrued taxation
liabilities, and deposits made by the Company as security for certain
financial obligations. There are no other significant conditions on the
restricted cash balances. ‘

As a result of entering into various waiver agreements, the Company's
ability to fund its committed credit line to SOSA may have been
restricted. As a result, the Company and its creditors agreed that $25
million would be placed in an escrow account which could be released
to SOSA if (i) SOSA issued a drawdown notice and (ii) certain condi-
tions were met. On November 13, 2003, $25 million was placed in
escrow. The amount is classified as Restricted Cash Deposits in the
November 39, 2003 consolidated balance sheet. SOSA did not issue a
drawdown request for its committed credit line within the agreed
time period and, pursuant to the terms of the escrow arrangement,
the $25 million escrow deposit plus interest was released to the
Company on February 12, 2004.
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13. Investments in and Advances to Non-Consolidated Joint Ventures
Investments in and advances to non-consolidated joint ventures include the following:
As of November 30,
= Geographic Ownership
(in thousands) Location % 2003 2002
Tankers .

- Stolt-Nielsen Asia Pacific Inc. Singapore 50 $ 4,133 $ 7,792
NYK Stolt Tankers S.A. Japan 50 35,247 24,988
Chemical Transporter Ltd. Sweden 25 - 1,365
Stolt Neva River Tanker Ltd. Bermuda 60 185 179
Edgewater Park Associates Inc. United States 50 2,039 2,013
SIA LAPA Ltd. Latvia 49 978 1,223
Seabulk International Inc. United States 33 1,751 1,599
Stolt Marine Tankers LLC United States 25 3,315 5,584
Stolt Ship Management (Shanghai) Ltd. China 49 108 -

47,756 44,743
Tank Containers
N.C. Stolt Transportation Services Co., Ltd. Japan 50 546 487
N.C. Stolt Chuyko Transportation Services Co., Ltd. Japan 35 232 601
Hyop Woon Stolt Transportation Services Co., Ltd. South Korea 50 422 225
1,200 1,313
Terminals
Dovechem Stolthaven Ltd. Singapore/China 37 24,035 33,564
Jeong-IL Stolthaven Ulsan Co. Ltd. South Korea 50 17,234 16,937
Stolthaven Westport Sdn. Bhd. _ Malaysia 40 3,252 2,539
44,521 53,040
SOSA .
NKT Flexibles I/S Denmark 49 10,987 5,827
Mar Profundo Girassol West Africa 50 100 8,618
Sonamet West Africa 55 7,406 (501)
Sonastolt West Africa 55 9,623 6,331
Seaway Heavy Lifting Limited Cyprus 30 4,312 2,600
Stolt/Subsea 7 Norway 50 2,133 1,551
Kingfisher D.A. Norway 50 " 3,777 4,346
Dalia FPSO West Africa 28 4,624 -
Other - - 2
42,962 28,774
SSF
Engelwood Packing Co. Ltd. Canada 50 1,207 1,039
Landcatch Chile Ltda. Chile 50 1,156 1,109
Midt-Finnmark Smolt A/S Norway 37 - 800
2,363 2,948
Other B 33 35
Total $ 138,835 $130,853
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In circumstances where the Company owns more than 50% of the
voting interest, but the Company’s ability to control the operation of
the investee is restricted by the significant participating interest held
by another party, the investment is accounted for under the equity
method of accounting.

The Company accrues for its equity share of losses in excess of the
investment value when the Company is committed to provide ongo-
ing financial support to the joint venture.

In anticipation of the sale of its interest in Dovechem Stolthaven Ltd,,
SNTG recognized an impairment charge of $10.4 million in 2003. The
impairment charge is reflected under “Equity in net (loss) income of
non-consolidated joint ventures” in the consolidated statement of
operations. This reduced the value of the investment to its net realiz-
able value. The sale was finalized and proceeds of $24.4 million were
received in December 2003.

In December 2003, SNTG sold its interest in the U.S. cabotage fleet
joint venture Stolt Marine Tankers LLC. An asset impairment charge
of $7.5 million was recognized in 2003 and included in “Equity in net
(loss} income of non-consolidated joint ventures” in the consolidated
statement of operations, to reduce the investment balance to fair mar-
ket value.

The Company’s share of equity in the net loss of NKT Flexibles I/S
includes $6.6 million in 2003 and $8.1 million in 2002, before minori-
ty interest in SOSA, in respect of fixed asset impairment charges
recorded by the joint venture. This is in addition to the impairment
charge of $1.8 million recorded in 2002 by SOSA on the NKT invest-
ment as discussed in Note 6, “Goodwill and Other Intangible Assets.”

Summarized financial information for the Company’s non-consoli-
dated joint ventures, representing 100% of the respective amounts
included in the non-consolidated joint ventures’ financial statements,
is as follows: :

 Income statement data:

For the years ended November 30,

(in millions) 2003 2002 2001
Net operating revenue ~ $566 $545 $506
Gross profit , 83 107 71
Net income 12 21 39
Balance sheet data:

As of Navember 30,

(in millions) 2003 2002
Current assets $567 $241
Non-current assets 497 562
Current liabilities ' 592 295
Non-current liabilities ) 343 376
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The income statement data for the non-consolidated joint ventures
presented above includes the following items related to transactions
with the Company:

For the years ended November 30,

(in millions) 2003 2002 2001
Charter hire revenue $553 § 295 $395
Tank container cleaning

station revenue 4.5 3.6 3.4
Rental income

(from office building .

leased to the Company) 2.3 2.4 2.4
Charter hire expense 63.3 79.8 60.6
Management and other fees 58.4 40.5 63.0
Freight and Joint

Service Commission 1.2 1.4 3.2
Interest expense 0.1 0.4 0.2

The balance sheet data for the non-consolidated joint ventures pre-
sented above includes the following items related to transactions with
the Company:

As of November 30,

-(in millions) . 2003 2002
Amounts due from the Company ’ $328 § 23
Amounts due to the Company 69.4  104.4

Included within “Amounts due to the Company” is $33.3 million and
$74.9 million at November 30, 2003 and 2002, respectively, for trade
receivables from joint ventures. These amounts are reflected in the

" consolidated balance sheets as “Receivables from related parties.” The

remaining amounts due to the Company are included in “Investments
in and advances to non-consolidated joint ventures.”

14. Employee and Officer Loans

Employee and officer loans primarily represent secured housing loans
that have been provided to key employees in connection with their
relocation. ‘

Included in “Other current assets” are loans to employees and officers
of the Company of $2.4 million and $2.5 million as of November 30,
2003 and 2002, respectively. In addition, included in “Other non-cur-
rent assets” are loans to employees and officers of the Company of
36.7 million and $1.3 million as of November 30, 2003 and 2002,
respectively.

15. Short-Term Bank Loans and Lines of Credit

Loans payable to banks, which amounted to $479.4 million, and
$332.0 million at November 30, 2003 and 2002, respectively, consist
principally of drawdowns under bid facilities, lines of credit and bank
overdraft facilities. Amounts borrowed pursuant to these facilities
bear interest at rates ranging from 1.05% to 11.4% for 2003, and from
1.0% to 12% for 2002. The weighted average interest rate was 2.4%,
2.5% and 4.7% for the years ended November 30, 2003, 2002 and
2001, respectively. ‘
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As of November 30, 2003, the Company had various credit lines,
including committed lines, ranging through 2006 totaling $888.5 mil-
lion, of which $24 million was available for future use. Commitment
fees for unused lines of credit were $1.6 million, $1.9 million and $1.5
million for the years 2003, 2002 and 2001, respectively.

Of the $24 million of credit lines available at November 30, 2003,
$19.8 million expire within one year, $1.6 million are committed
beyond one year and $2.6 million are subject to renewal periodically.

Several of the credit facilities contain various financial covenants,
which, if not complied with, could limit the ability of the Company to
draw funds from time to time. Of the amounts drawn down under
these facilities, $91.5 million expiring in 2004 is classified as current
maturities of long-term debt, and $293.5 million expiring in 2005 and
2006 is classified as long-term debt in connection with revolving cred-
it agreements. The Company has the ability and the intent to classify
the $293.5 million drawn under this agreement as long-term debt.

On March 30, 2004, the Company entered into a five-year $130 mil-
lion revolving credit facility arranged by a consortium led by
Deutsche Bank AG. The facility was initially used toward repayment
of an existing DnB NOR bank credit facility.

16. Long-Term Debt and Capital Lease Obligations

Long-term debt and capital lease obligations, as of November 30, 2003

and 2002, consisted of the following: ]
(in thousands) . 2003 2002

Senior Notes
On 11/30/03 interest rates ranged
from 7.96% to 9.48%, maturities
vary through 2013
Revolving credit agreements of SOSA
" On 11/30/03, the weighted average
interest rate was 4.45% 385,000 335,000
Preferred ship fixed rate mortgages
On 11/30/03 fixed interest rates
ranged from 4.5% to 8.6%, ‘
maturities vary through 2013 281,454 223,882
Preferred ship variable
rate mortgages
On 11/30/03 interest rates ranged
from 2.1% to 4.5%, maturities
vary through 2013 55,322 211,795
Marine Terminal Revenue Bond
On 11/30/03 interest rate
was 1.08%, maturing in 2014 9,600 9,600
Bank, notes payable and capital leases
On 11/30/03 interest rates ranged
from 2.8% to 8.25%, maturities :
vary through 2026 . 78,673 73,200

$ 410,200 '$ 466,600

1,220,249 1,320,077
Less—current maturities (242,582)  (165,067)

$ 977,667 $1,155,010

On November 30, 2002, the Company’s Senior Notes carried fixed
interest rates ranging from 7.46%.to 8.98%, revolving credit agree-
ments of SOSA had a weighted average interest rate of 2.97%, pre-
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ferred ship fixed rate mortgages had interest rates ranging from 4.5%
to 8.52%, preferred ship variable rate mortgages had interest rates
ranging from 2.29% to 4.5%, the Marine Terminal Revenue Bond had
an interest rate of 1.15%, and the bank and other notes payable had
interest rates ranging from 2.45% to 8.5%.

Long-term debt is denominated primarily in U.S. dollars, with $37.6
million and $30.9 million denominated in other currencies as of
November 30, 2003 and 2002, respectively. The Company has hedged
a significant portion of the foreign currency denominated debt expo-
sure with interest rate swaps and foreign exchange contracts.

Annual principal repayments of long-term debt and capital lease
obligations, for the five years subsequent to November. 30, 2003 and
thereafter, in accordance with their original repayment schedule are
as follows:

(in thousands)

2004 . $ 242,582
2005 . 483,718
2006 156,279
2007 106,169
2008 " 77,207
Thereafter ' ‘ . 154,294

$1,220,249

Agreements executed in connection with certain debt obligations
require that the Company maintains defined financial ratios and also
impose certain restrictions relating, among other things, to payment
of cash dividends (see Note 25, “Restrictions on Payment of
Dividends” for further discussion), and purchases and redemptions of
capital. The Company, through its subsidiaries, has debt agreements
which include various financial covenants. Most of the Company’s
debt agreements provide for a cross default in the event of a default in
another agreement, including those facilities maintained by SOSA. In
the event of a default that extends beyond the applicable remedy or
cure period, lenders may accelerate repayment of amounts due to
them. Certain of the debt is secured by mortgages on vessels, tank
containers, terminals, and seafood facilities with a net carrying value
of $1,492.5 million as of November 30, 2003.

At year end 2003, we were in compliance with the financial covenants
under various creditor agreements.. Such compliance was a result of
certain waiver agreements which were in effect until December 15,
2003. On December 29, 2003, new waiver agreements became effec-
tive extending the waiver period until May 21, 2004, except as dis-
cussed below.

On February 20, 2004, the waiver agreement with respect to the Com-
pany’s Senior Notes was terminated. Representatives of the holders of
our Senior Notes have informed us that the Senior Note holders be-
lieve that upon termination of the waiver agreement and the decon-
solidation of SOSA from the Company, Stolt-Nielsen Transportation
Group Ltd. (Liberia) is in breach of each of: (i) its leverage covenant;
(i) its limitations on dividends and stock purchases; (iil) its limita-
tions on consolidations and mergers and sales of assets; and (iv) guar-
anties under the Senior Note agreements. The representatives did not

. ‘provide specific details in support of such allegations. We have

informed the representatives of the Senior Note holders that we
disagree with these assertions. To date, the Senior Note holders have
not taken any action against us or Stolt-Nielsen Transportation
Group Ltd. (Liberia) in connection with the claimed breaches.
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Representatives of the Senior Note holders have also informed us that
the Senior Note holders believe that the increased interest rate on the
Senior Notes that was in effect during the term of the waiver contin-
ues following termination of the waivers and that Stolt-Nielsen
Transportation Group Ltd. (Liberia) has breached its obligation to pay
this increased interest following the termination of the waiver.

As a result of the termination of the waiver with the note holders,
waivers in respect of certain other financings also expired on February
20, 2004. At that time, the Company was in compliance with the
financial covenants in the original agreements for those financings,
therefore no default resulted from those waiver terminations. Refer to
Note 29, “Note Holders Settlement” for further discussion of the
Company’s debt compliance status.

As of November 30, 2003, the Company’s loan agreements pr()?ide for -

cummnulative limitations on certain payments incliding dividend pay-

ments, share repurchases, and investments and advances to non-con-
solidated joint ventures and other entities if any. Based on such limi-
tation, the Company is currently unable to pay any dividends, repur-
chase shares or make investments in or advances to joint ventures or
other entities.

SOSA's credit facilities contain various financial covenants, including
but not limited to, minimum consolidated tangible net worth, maxi-
mum consolidated debt to net worth and maximum consolidated
debt to EBITDA. SOSA announced in December 2002 that it was
potentially in breach of certain financial covenants contained in its
existing credit facility agreements as at November 20, 2002. In light of
these developments SOSA obtained amendments to these facilities to
avoid financial covenant defaults. The amendments included revised
financial covenants and a requirement that SNSA continue to provide
financial support through the provision of an SNSA liquidity line
until November 2004.

As a restlt of certain operational problems on major projects, SOSA
found. it increasingly difficult to remain in compliance with the
revised financial covenants under the existing credit facility agree-
ments. Consequently, it engaged in further discussions with its banks
for amendments to or waivers of financial covenants. On July 1, 2003,.
SOSA announced that it had obtained a waiver of potential defaults
and amendments to the financial covenants contained in these facili-
ties through November 30, 2003.

On September 17, 2003, SOSA announced that it expected higher
than previously projected losses for 2003, as a result of the continued
earnings deterioration on the Burullus, Bonga and OGGS projects. As
a result of these developments, SOSA was in potential breach of the

~ revised financial covenants under the waiver agreements obtained on

July 1, 2003. SOSA sought and obtained from its lenders under the
existing credit facility agreements new waivers of these revised finan-
cial covenants. These new waivers expired on October 15, 2003 and
replaced the original waivers, which were set to expire on November
30, 2003.

During late 2003, SOSA continued to engage in restructuring discus-
sions with its lenders under the existing credit facility agreements. As
part of these ongoing discussions, SOSA received four subsequent
covenant waiver extensions, providing covenant relief for the period
October 15, 2003 through April 30, 2004 subject to certain conditions.

On February 12, 2004, SOSA entered into an intercreditor override,
and security trust deed (“Intercreditor Deed”), which, amongst others
incorporates changes to and supersedes the covenants and security
arrangements in the existing credit facility agreements.

SOSA’s latest forecasts for 2004 indicate that there will be a narrow
margin of compliance with the consolidated debt to EBITDA ratio
covenant at the end of the fourth quarter of 2004. SOSA’s ability to
remain within its covenants is dependent on: (i) its operating per-
formance; (ii) SOSA’s ability to recover variation orders and claims
from customers where additional contract costs are incurred; and (iii)
the success of SOSA’s plans to divest certain assets and businesses.

SOSA has consequently made contingency plans in the event that the
operational results for the year fall below the latest updated estimates
as follows: (i) SOSA has the option of using unsecured debt financing
as an alternative means of repaying bank facilities; (ii) SOSA can defer
discretionary capital expenditure; (iii) SOSA has the option of raising
further equity; and (iv) SOSA can seek to obtain a waiver of certain
covenant breaches if they were to arise.

SNSA has extended to SOSA a committed line of credit in the amount
of $50 million pursuant to a facility agreement, dated as of June 30,
2003 and restated as of August 21, 2003 for working capital and other -
corporate purposes. This line remains available to SOSA until
November 28, 2004. Pending the formal agreement of this facility
SOSA made a drawdown of $50 million in February 2003 which was
repaid in March 2003, and a drawdown of $15.0 million in June 2003,
which was repaid in the third quarter of 2003. However, SNSA has
informed SOSA that the ability to fund a drawdown under this liquidity
line is limited by the terms of SNSA’s existing credit facilities and may
be prohibited in certain circumstances. SOSA has advised SNSA that-
it does not expect to utilize this liquidity line.

17. Operating Leases

As of November 30, 2003, the Company was obligated to make
payments under long-term operating lease agreements for tankers,
land, terminal facilities, tank containers, barges, construction support,
diving support, survey and inspection ships, equipment and offices.
Certain of the leases contain clauses requiring payments in excess

of the base amounts to cover operating expenses related to the

leased assets.

In the third quarter of 2003, SNTG sold three chemical parcel tankers,
with a net book value of $51.1 million, for $50.0 million in cash pro-
ceeds. Such tankers were also leased back, and the resulting loss of
$1.1 million on the sale/leaseback transaction was recorded in the
operating results for 2003 and is included in “(Loss) gain on disposal
of assets, net”As of November 30, 2003, the Company was obligated
to make minimum lease payments under the charter hire agreements
for the three tankers of approximately $51.1 million, expiring in 2008,

In the second quarter of 2002, SNTG sold tank containers for $29.8
million, which approximated their carrying value, and such tank con-
tainers were subsequently leased back. SNTG also sold 12 chemical
parcel tankers, with a net book value of $56.4 million, for $97.7 mil-
lion in cash less $2.1 million of transaction costs. Such tankers were
also leased back, and the resulting deferred gain of $39.2 million on
the sale/leaseback transaction is being-amortized over the maximum
lease term of 4.5 years. The amortization of the deferred gain is
included in “Operating Expenses,” in the accompanying consolidated
statements of operations. These two lease arrangements are being
treated as operating leases for accounting purposes. Refer to Note 18,
“Variable Interest Entities” for further discussion.

In 2002 and 2003, SNTG entered into agreements with various
Japanese shipowners for the time charter of eight parcel tankers with
anticipated deliveries in 2004 through 2006. These new-buildings are
expected to replace tankers in the SNTG fleet that the Company plans
to scrap over the next several years. In connection with these agree-
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ments, which are for an initial minimum period of approximately five
years and include extension and purchase options, the Company has
time charter commitments, that have been included in the below
table, for these operating leases of approximately $215.4 million for
the period of 2004 through 2011.

Minimum annual lease commitments, including the SSF tuna quota
rights commitment as discussed in Note 7, “(Loss) Gain on Disposal
of Assets, net,” and sub-lease income under agreements which expire
at various dates through 2011, are as follows:

(in thousands)

2004 ' $119,418
2005 119,769
2006 123,074
2007 85,239
2008 74,764
Thereafter 82,592
604,856

Less—sub-lease income ) (28,327)
$576,529

Rental and charter hire expenses under operating lease agreements for
the years ended November 30, 2003, 2002, and 2001 were $118.2 mil-
lion, $129.1 million, and $139.5 million, respectively, net of sub-lease
income of $4.0 million, $2.4 million, and $1.7 million, respectively.

18. Variable Interest Entities

In addition to the Company’s on-balance sheet borrowmgs and avail-
able credit facilities, a 1d as part of the overall financing and liquidity
strategy, the Compan has sold 12 parcel tankers to a variable interest
entity created on March 8, 2002, that has 3% of contributed outside
equity, which was established for the sole purpose of owning the

ships. The ships are mortgaged by the variable interest entity as collat-

eral for the related financing arrangement. The holders of the financ-
ing arrangement retain the risk and reward, in accordance with their
respective ownership percentage.

The ships were leased by the variable interest entity, 12 Ships, Inc.
(“12 Ships”) to Stolt Tankers Leasing BV, a subsidiary of the
Company, for a maximum term of four and a half years. As of
November 30, 2003, the remaining payments under the lease agree-
ment were $64.3 million, and are reflected as operating lease commit-
ments in Note 17, “Operating Leases.” Under the requirements of FIN
46, the Company has determined that this entity would be classified
as a variable interest entity and, as such, the Company will be
required to consolidate the entity in the Company’s financial state-
ments in 2004.

Under the previous accounting treatment for this entity, the Company
would have recorded lease rental expense of approximately $13 mil-
lion in 2004: As a result of consolidating 12 Ships in the Company's
financial statements in the first quarter of 2004, the Company expects
to record depreciation expense, interest expense and minority interest
of approximately $9 million in 2004, which is approximately $4 mil-
lion lower expense than the Company would have recorded in 2004
under the previous accounting treatment.

12 Ships had property, plant and equipment of $40 million, deferred
gain of $24.5 million, rent accrual and other expenses of $6.5 million,
debt obligations of $70 million and equity from unaffiliated third par-
ties of $1 million. .
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19. Commitments and Contingencies

‘As of November 30, 2003, the Company had total capital expenditure
purchase commitments outstanding of approximately $3.7 million for
2004 and future years.

Additionally, the Company has directly and indirectly guaranteed
approximately $6.7 million of obligations of related and third parties,
excluding SOSA.

SOSA arranges for bank guarantees (“Bank Guarantees”), which
collectively refers to performance bonds, bid bonds, advance payment
bonds, guarantees or standby letters of credit in respect of a perform-
ance obligation of SOSA to be provided to its customers in connec-
tion with SOSA’s work on specific projects. The purpose of the Bank
Guarantees generally is to enable SOSA’s customers to recover cash
paid to SOSA in advance of performing its obligations under the
contract or to obtain cash compensation should SOSA be unable to
fulfill its performance obligations under the contracts. The total
amount outstanding in respect of Bank Guarantees, as discussed

"be_low,‘ as of November 30, 2003 was $324.9 million, of which $150.2
million expires within one year and $174.7 million expires within
two to five years.

SNSA has guaranteed $104.3 million of the above SOSA Bank

 Guarantees as of November 30, 2003, as discussed below.

The maximum potential amount of future SOSA guarantee payments
represents the notional amounts that could be lost under the guaran-
tees if there is non-performance under a contract by the guaranteed
parties, without consideration of possible recoveries under recourse
provisions from collateral held or pledged. Such guarantee amounts
bear no relationship to the anticipated losses on these guarantees and
greatly exceed anticipated losses.

The fair value of SOSA guarantees provided in respect of joint ven-
tures at Novernber 30, 2003 was $0.7 million.

The Company has extended to SOSA a committed line of credit in the
amount of $50 million pursuant to a facility agreement, dated as of
June 30, 2003 and restated as of August 21, 2003 for working capital
and other corporate purposes. This line remains available to SOSA
until November 28, 2004, and is discussed further in Note 16, “Long-
Term Debt and Capital Lease Obligations.”

The Company has guaranteed the obligations of SOSA and/or its sub-
sidiaries to the banks providing Bank Guarantees pursuant to the fol-
lowing agreements: (i) a $44 million guarantee facility (of which .
$23.5 million is the maximum amount available to SOSA and for
which SNSA could become contingently obligated pursuant to its
guarantee}; (ii) a $28 million reimbursement agreement in respect of
a letter of credit; (iil) a $45 million guarantee facility portion of the
$55/45 million credit/guarantee facility; and (iv) a $29 million
uncommitted guarantee facility, of which the Company has guaran-
teed up to approximately NOK 53 million (approximately $7.8 mil-
lion as at November 30, 2003). The Bank Guarantees and/or letter of
credit were obtained in connection with various SOSA projects,
including the Duke Hubline project; the Langeled project; the Dalia
project; the Vigdis project; and various other projects, If the banks
are required to make payments under the Bank Guarantees or letter of
credit and SOSA does not reimburse the banks for such payments as
it is obligated to-do, the Company would be obligated to make such
payments to the banks in connection with the Bank Guarantees or let-
ter of credit as direct obligors. The banks that provided SOSA with
the Bank Guarantees or letter of credit required this support from
the Company as a condition to providing the Bank Guarantee

or letter of credit. The Company guarantees of SOSA’s obligations in
connection with these Bank Guarantees and letter of credit, as
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the case may be, will continue until the underlying Bank Guarantees
and letter of credit, as the case may be, are terminated.

In connection with a new bonding facility, the Company has agreed
to guarantee up to $96 million of SOSA’s obligations under the New
Bonding Facility. The maximum amount of this guarantee is reduced
at any time by the amount of SNSA guarantees outstanding from time

" to time in connection with the Bank Guarantees and letter of credit,

as the case may be, described in clauses (i) through (iv) of the imme-
diately preceding paragraph. The provision of this guarantee was a
condition to the New Bonding Facility. The Company’s guarantee of -
SOSA’s obligations under the New Bonding Facility will continue until
SOSA’s obligations under the New Bonding Facility are terminated or
satisfled or until SOSA has maintained a minimum tangible net worth
of at least $300 million as reflected in its consolidated financial state-
ments for two consecutive fiscal quarters.

The Company’s operations involve the use, storage and disposal of
chemicals and other hazardous materials and wastes. The Company
is subject to applicable federal, state, local and foreign health, safety
and environmental laws relating to the protection of the environment,
including those governing discharges of pollutants to air and water,
the generation, management and disposal of hazardous materials
and wastes and the cleanup of contaminated sites. In addition, some
environmental laws, such as the U.S. Superfund law, similar state
statutes and common laws, can impose liability for the entire cleanup
of contaminated sites or for third-party claims for property damage
and personal injury, regardless of whether the current owner or
operator owned or operated the site at the time of the release of
contaminants or the legality of the original disposal activities.

In November 2001, the Company sold SNTG’s tank storage terminals
in Perth Amboy, NJ and Chicago, IL. Under the terms of the sale
agreement the Company has retained responsibility for certain
environmental contingencies, should they arise during the covered
period which ended two years after the closing date, in connection
with these two sites. As of November 30, 2003, the Company has not
been notified of any such contingencies having been incurred and
neither does it anticipate any such contingencies being incurred in
the future. The Chicago, IL terminal property has been leased under a
long term agreement with the Illinois International Port District. In
addition, as part of the Chicago, IL sale, the Company assigned its
rights to the terminal property to a third party. The Company is.con-
tingently liable if the third party does not return the facility in accept-
able condition at the end of the sublease period, on June 30, 2026.

20. Legal Proceedings
SNTG

Investigations by U.S. Tepartment of Justice

and European Commission

In 2002 SNSA became aware of information that caused it to under-
take an internal investigation regarding potential improper collusive
behavior in parcel tanker and intra-Europe inland barge operations.
As a consequence of the internal investigation, SNSA voluntarily
reported certain conduct to the Antitrust Division (the “Antitrust
Division”) of the U.S. Department of Justice (the “DOJ”) and the -
Competition Directorate of the European Commission (the “EC”).

As a result of its voluntary report to the DOJ, SNTG entered into an
Amnesty Agreement with the Antitrust Division, which provided
immunity to SNTG subject to the terms and conditions of the
Amnesty Agreement. On February 25, 2003, the Company

announced that SNTG had been conditionally accepted into the DOJ’s
Corporate Leniency Program with respect to possible collusion in the
parcel tanker industry. Pursuant to such program and provided the
prograny’s stated terms and conditions were met, including continued
cooperation, SNTG and its directors and employees were promised
amnesty from criminal antitrust prosecution and fines in the United
States for anticompetitive conduct in the parcel tanker business.

At the same time, the Company also announced that the EC had
admitted SNTG into its Immunity Program with respect to deep-sea
parcel tanker and intra-Europe inland barge operations. Acceptance
into the EC program affords the SNSA Group immunity from EC
fines with respect to anticompetitive behavior, subject to the SNSA
Group fulfilling the conditions of the program, including continued
cooperation. There can be no assurance that in the future national
authorities in Europe or elsewhere will not assert jurisdiction over the
alleged conduct and/or seek to take action against the Company.

Subsequently, the Antitrust Division’s staff informed SNTG that it was
susperiding SNTG’s obligation to cooperate because the Antitrust
Division was considering whether or not to remove SNTG from the
DOJ's Corporate Leniency Program. Thereafter, in March 2004, the

. Antitrust Division voided the Amnesty Agreement and revoked

SNTG's conditional acceptance into the DOJ Corporate Leniency
Program. SNSA intends to vigorously challenge the Antitrust
Division's decision. If the Company’s challenge to the Antitrust
Division's decision is not successful, it is possible that SNTG or its
directors or employees could be subject to criminal prosecution and,
if found guilty, substantial fines and penalties. Even if SNTG’s chal-
lenge is successful, its continuing immunity and amnesty under the
Antitrust Division’s Corporate Leniency Program would depend on
the DOJ's satisfaction that going forward SNTG and its directors and
employees were meeting their obligations to cooperate and otherwise
comply with the conditions of the Corporate Leniency Program. It is
possible that the Antitrust Division could, once again, determine that
SNTG or such directors or employees did not or have not fully com-
plied with those terms and conditions. If this were to happen, SNTG
or such directors or employees could, once again, be partly or fully
removed from the Corporate Leniency Program, subject to criminal
prosecution and, if found guilty, substantial fines and penalties.

SNTG currently remains in the EC’s Immunity Program. The contin-
uing immunity and amnesty of SNTG and the directors and employ-
ees under the EC’s Immunity Program depends on the EC's satisfac-
tion that going forward SNTG and its directors and employees are
meeting their obligations to cooperate and otherwise comply with the
conditions of the Immunity Program. It is possible that the EC could
determine that SNTG or such directors or employees did not or have
not fully complied with those terms and conditions. If this were to
happen, SNTG or such directors or employees could be partly or fully
removed from the Immunity Program, subject to criminal prosecu-
tion and, if found guilty, substantial fines and penalties.

The DOJ has taken the position that the Executive Vice President and
Managing Director of SNTG Tanker Trading, Richard Wingfield, who
has been suspended from his employment with SNTG, has not com-
plied with the cooperation requirements of the conditional immunity.
In June 2003, the Department of Justice arrested Mr. Wingfield and
filed a criminal complaint against him. To date, Mr. Wingfield has not
been indicted. '
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The Company is challenging the DOJ's withdrawal of conditional
immunity and remains in the EC's Immunity Program. Because
of this and the inherent difficulty of predicting the outcome of an
investigation and the challenge to the DOJ's determination, the -
Company has made no provision for any fines related to the DOJ
or EC investigations in the accompanying consolidated financial
statements.

Investigations by Korea Fair Trade )

Commission and Canada Competition Bureau

The Korea Fair Trade Commission (“KFTC”) and the Canada
Competition Bureau (“CCB”) have each notified SNTG that they are
conducting investigations of the parcel tanker shipping industry and
SNTG. SNTG has informed the KFTC and the CCB that it is commit-~
ted to cooperating fully with the investigations.

Because of the early stages of these investigations and the inherent-
unpredictability of the outcome of such proceedings, the Company is
unable to determine whether or not an unfavorable outcome is prob-
able and has made no provision for any fines or other penalties relat-
ed to the KFTC or CCB investigations in the accompanying consoli-

. dated financial statements.

Employment Litigation -

In an actjon filed in the Superior Court in Connecticut, SNTG and its
former chairman have been sued by a former in-house legal counsel,
Paul E. O’Brien, who resigned in early 2002.

In the Paul E. O’Brien action, the plaintiff seeks damages for con-
structive discharge and alleges that SNTG was engaging in ongoing
“illegal antitrust activities that violated U.S. and international law
against price fixing and other illegal collusive conduct.” The O’'Brien
action also seeks an order allowing the plaintiff to disclose client con-
fidences regarding these allegations and protecting the plaintiff from
civil or disciplinary proceedings after such revelation. The complaint,
as amended, does not specify the range of damages sought other than
to state they are in excess of the $15,000 jurisdictional minimum.
SNTG has moved for summary judgment on the entire complaint.
The motion is fully briefed and under consideration by the Court.

The Company intends to vigorously defend itself against this

lawsuit and, in accordance with SFAS No. 5, “Accounting for
Contingencies”, the Company has not made any provision for any lia-
bility related to the action in the accompanying consolidated financial
statements. ‘

Antitrust Civil Class Action Litigations

To date we are aware of twelve putative private class actions filed
against SNSA and SNTG for alleged violations of antitrust laws. The
actions set forth almost identical claims of collusion and bid rigging
that track information in media reports regarding the DOJ and EC
investigations. The suits seek treble damages in unspecified amounts
and allege violations of the Sherman Antitrust Act and various state
antitrust and unfair trade practices acts. The actions typically name
as defendants SNSA and SNTG, along with several of SNTG’s com-
petitors, Odfjell, Jo Tankers and Tokyo Marine. '

In nine of these actions, the customers claim they paid higher prices’
under the contracts they had with the defendants as a result of the
defendants’ alleged collusive conduct. The remaining three actions are

on behalf of indirect purchasers who claim that such alleged collusion -

resulted in higher prices being passed on to them. One of the actions
has been dismissed and another action was settled with no material
adverse financial impact.
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In July 2003, the Company moved for the Judicial Panel on
Multidistrict Litigation (“JPML”) to consolidate all of the then-pend-
ing litigation into a single multidistrict litigation (“MDL”) court for
pretrial proceedings. None of the plaintiffs opposed this motion and
the Panel consolidated the earliest filed cases into a single MDL pro-
ceeding before Judge Covello in the U.S. District Court for the District
of Connecticut. Motions to consolidate the remainder of the cases,
except for three of the actions, as “tag-a-long” actions in that same
Connecticut MDL court have been filed without opposition. Other
than a case management conference, no proceedings have begun in -
the MDL action as yet due to the stay described below.

SNTG’s contracts with its customers contain arbitration clauses.
Accordingly, prior to the JPML consolidation, in two of the earliest

filed class actions SNSA filed motions to compel arbitration. In one

action SNTG’s motion to compel arbitration was denied by the U.S.
District Court for the District of Connecticut. All proceedings in the
district court were stayed pending the appeal to the United States
Court of Appeals for the Second Circuit. In the meanwhile, this action
has been consolidated before the MDL court, which has continued the
stay and applied it to all the actions before the MDL Court. The
Second Circuit heard oral argument on February 3, 2004 and the par-
ties await the Court’s ruling on the arbitration issues. In another
action in the U.S. District Court for the Southern District of Texas,
the motion to compel arbitration was granted. Subsequently, in
December 2003, the plaintiff served on the named defendants a
demand for arbitration in New York. The MDL court has stayed the
arbitration along with the other actions pending a ruling by the
Second Circuit regarding the arbitration issues.

The proceedings described above are at an early stage. Consequently,
and because of the inherent uncertainty involved in evaluating poten-
tial litigation outcomes, the Company is not able to determine
whether or not a negative outcome in any of these actions is probable
or a reasonable range for any such outcome, and has made no provi-
sion for any of these claims in the accompanying consolidated finan-
cial statements.

Private Civil Actions by Direct Opt-Out Plaintiffs

On November 7, 2003, The Dow Chemical Company {(“Dow”), filed
antitrust claims against the SNSA Group in the Federal District Court
for the District of Connecticut. The claims track the allegations in the
putative class actions described above. The claims are presented in ‘
two complaints, which reflect that, for part of the period at issue, Dow
had not then merged with Union Carbide Corporation.

The Dow and Union Carbide actions have been consolidated into the
JPML proceedings. All pretrial proceedings in these actions would be
handled by the same court that addresses the pretrial proceedings in
the consolidated putative class actions. SNTG’s contracts with Dow
and Union Carbide contained arbitration clauses. Like the other
actions before the MDL court, these actions are stayed pending a rul-
ing by the Second Circuit on the arbitration issues.

These actions name the same defendants as the putative class actions,
make similar allegations, and seek the same type of damages under
the Sherman Act as sought by the putative class actions. In effect,
Dow has asserted claims in its own name that were already included
within the purported scope of the putative class actions.

The proceedings described above are at an early stage. The claims
made appear to track media reports regarding the DOJ and EC
investigations and are not based on any factual discovery.
Consequently, and because of the inherent uncertainty involved
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in evaluating potential litigation outcomes, the Company is not

able to determine whether or not a negative outcome in any of these
actions is probable or a reasonable range for any such outcome, and
has made no provision for any of these claims in the accompanying
consolidated financial statements.

Securities Litigation

In March 2003 an individual claiming to have purchased SNSA
American depositary receipts, Joel Menkes, filed a putative civil
securities class action in the U.S. District Court for the District of
Connecticut against the SNSA Group and certain officers. Pursuant to
the Private Securities Litigation Reform Act ("PSLRA") the Court
allowed for the consolidation of any other class actions with this one.
No other class actions were brought during the time allowed, but on
June 27, 2003, at plaintiffs’ request, the Court appointed Irene and
Gustav Rucker as lead plaintiffs in the action.

On September 8, 2003, the Plaintiffs filed their Consolidated
Amended Class Action Complaint against the same defendants. The
consolidated complaint is brought on behalf of “all purchasers of
SNSA's American Depository Receipts (“ADR’s”) from May 31, 2000
through February 20, 2003 .. . and all United States (“U.S.”) located
purchasers of SNSA’s securities traded on the Oslo Bors to recover
damages caused by defendants' violations of the Securities Exchange
Act of 1934.”

The complaint asserts that the Company'’s failure to disclose alleged
corrupt or illegal behavior, coupled with allegedly “false and mislead-
ing” statements, caused plaintiff to pay inflated prices for the
Company’s securities by making it appear that the Company was

“immune to an economic downturn that was afflicting the rest of the .

shipping-industry” and “misleading them to believe that the
Companies’ earnings came from legitimate transactions.”

On October 27, 2003, the SNSA Group filed a motion to dismiss
the consolidated complaint in its entirety. Briefing of the motion
was completed in Jariuary 2004 and the parties await a ruling from
the Court.

The Company intends to vigorously defend itself against this lawsuit
and, in accordance with SFAS No. 5, the Company has not made any
provision for any liability related to the action in the accompanying
consolidated financial statements.

Customer Relations Issues )
The Company has actively engaged in discussion with a number of
customers regarding the subject matter of the DOJ and EU antitrust
investigations. A number of companies have indicated their support
and some have expressed concerns. The Company has participated in
business discussions and formal mediation with some customers seek-
ing to address any concerns and avoid additional litigation. The
Company has reached commercial agreements with several customers

pursuant to which the customers have relinquished any claims arising

out of the matters that are the subject of the antitrust investigations.
Although the impact of these agreements is difficult to assess until
they are fully performed over time, the Company expects that they
will not have a material negative impact on SNTG's earnmgs or cash
flows.

Investigations by the U.S. Department of the

Treasury’s Office of Foreign Assets Control

The U.S. Department of the Treasury’s Office of Forelgn Assets -
Control (“OFAC”) currently is investigating certain payments by
SNTG of incidental port expenses to entities in Iran as possible viola-
tions of the International Emergency Economic Powers Act (“IEEPA”)
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and the Iranjan Transactions Regulations. OFAC concluded an inves- -
tigation of similar payments by SNTG to entities in the Sudan as pos-
sible violations of IEEPA and the Sudanese Sanctions Regulations.
SNTG is cooperating fully with OFAC, and has implemented policies
and procedures to comply with U.S. sanctions regulations.

With respect to OFAC’s Sudan investigation, on March 20, 2003

_ SNTG settled the matter with OFAC for a payment of $95,000 by

SNTG and without any determination by OFAC that SNTG’s pay-
ments of incidental port expenses to entities in the Sudan violated
U.S: sanctions regulations.

With respect to OFAC’s Iran investigation, on April 3, 2002 OFAC
issued a Cease and Desist Order to SNTG covering payments by
SNTG of incidental port expenses involving unlicensed shipments to,
from or involving Iran. OFAC's Iran investigation is currently pend-
ing and OFAC has not made any formal determination of whether a
violation has occurred as a result of SNTG’s payments of incidental
port expenses to entities in Iran. OFAC has referred this matter to the
U.S. Attorney’s Office in Connecticut for investigation.

Because of the early stages of the Iran investigations and the inherent
unpredictability of the outcome of such proceedings, the Company is
unable to determine whether or not an unfavorable outcome is prob-
able and has made no provision for any fines or other penalties relat-
ed to OFAC’s Iran investigation in the accompanying consolidated
financial statements.

Investigation by U.S. Attorney’s Office in Connecticut

The U.S. Attorney’s Office in Connecticut has opened an investigation
regarding whether the Company's “trade with embargoed countries
violated U.S. laws.” The Company is cooperating fully with the U.S.
Attorney’s Office.

Because of the early stage of this investigation and the inherent
unpredictability of the outcome of such proceedings, the Company is
unable to determine whether or not an unfavorable outcome is prob-
able and has made no provision for any fines or other penalties relat-
ed to the U.S. Attorney's investigation in the accompanying consoli-
dated financial statements.

SOSA

Technip

In 1996, Coflexip SA and Coflexip Stena Offshore Limited (now
known as Technip S.A. and Technip Offshore Limited) ("Technip"),
commenced legal proceedings in the U.X. High Court against three
subsidiaries of SOSA for infringement of a certain patent held by
Technip on flexible flowline laying technology. The claim related to
SOSA’s use of the flexible lay system on the Seaway Falcon. The claim
was heard by the U.K. High Court in 1998 and on January 27, 1999
the disputed patent was held valid in favor of Technip. Following this
judgment, Technip claimed damages relating to lost profit for five
projects, plus legal costs and interest. However, the damages claim
was stayed pending the appeal by both parties against the January
1999 decision. The Court of Appeal dismissed the defendant’s appeal
and maintained the validity of the patent. SOSA applied for leave to
appeal the Court of Appeal decision to the House of Lords, which was
denied. As a result, the equipment part as well as the process part of
the patent were held valid.

During 2001, Technip submitted an amended claim for damages
claiming the lost profits on a total of 15 projects. In addition there
was a claim for alleged price depreciation on certain other projects.
The total claim was for GBP 63 million (approximately $118 million),
plus interest, legal fees and a royalty for each time that the flexible lay
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system tower on the Seaway Falcon was brought into UK. waters. The
Company estimated that the total claim would be approximately GBP
88 million (approximately $165 million). In the alternative, Technip
claimed a reasonable royalty for each act of infringement, interest and
legal costs. Technip did not quantify the claim.

During 2003, the UK. High Court held that the same patent, the sub-
ject of the proceedings against SOSA, was invalid in a separate and
unrelated litigation between a company of the Halliburton Group and
Technip. That decision has been appealed by Technip.

In light of the decision in the Halliburton case, SOSA applied to the
U.K. High Court to stay the damages inquiry in the Stolt Offshore
case, pending the resolution of the Halliburton case. The UK. High
Court denied the request. SOSA appealed this decision to the UK.
Court of Appeal and the UK. Court of Appeal, subsequent to a hear-
ing in January 2004, decided that SOSA could not benefit from the
patent being revoked in the Halliburton case. However, the UK.
Court of Appeal did not decide on whether or not to stay the damages
inquiry, nor on whether or not to recommend that leave to appeal to
the House of Lords be given. These two issues were expected to be
considered by the U.K. Court of Appeal after the decision in the
Halliburton case was known. The damages inquiry in the infringe-
ment case with Technip was scheduled to be heard beginning in late
April 2004. . ’

As of November 30, 2002, SOSA, in consultation with its advisers, had
assessed that the range of possible outcomes for the resolution of
damages was $1.5 million to $130.0 million and determined that no
amount within the range was a better estimate than any other
amount. Consequently, in accordance with SFAS No. 5, “Accounting
for Contingencies’, as interpreted by FASB Interpretation No.14
“Reasonable Estimation of the Amounts of a Loss”, SOSA provided
$1.5 million in the financial statements, being the lower amount of
the range. :

As of November 30, 2003, SOSA, in consultation with its advisers,
provided for an increased contingency reserve of $9.3 million related
to this litigation, reflecting SOSA’s best estimate of the then expected
settlement. E

On March 18, 2004, SOSA announced that it and Technip had
reached a settlement of this matter. The settlement involves (i) a cash
payment by SOSA of an amount within its contingency reserve
described above, (ii) Technip's grant of a license to SOSA for the use

of the allegedly infringing technology covering the North Sea area for

future periods for an immaterial annual fee, (iii) the termination of
arbitration proceedings in the United States with respect to an unre-
lated matter, with neither party making payment to the other, and (iv)
a transfer to Technip of a portion of SOSA’s minority equity interest
in a project joint venture involving Technip and SOSA. SOSA's carry-
ing value for its investment in this project joint venture was nil as of
November 30, 2003. SOSA estimates that the reduction in future prof-
its from this transferred interest is approximately $6.0 million.
Technip has not granted to SOSA a license to use the allegedly infring-
ing technology or process in any other jurisdiction.

Duke Hubline

In October 2003, SOSA commenced arbitration proceedings against
Algonquin Gas Transmission, claiming approximately $57.8 million in
unpaid invoices for work performed while laying an offshore gas
pipeline off the coast of Massachusetts for the Duke Hubline project
(a conventional project in the U.S., executed in 2002 and 2003).
Algonquin Gas Transmission, the owner of the pipeline, challenged its
obligation to pay any of the invoice amounts and asserted counter-
claims totaling an additional $39 million for alleged mismanagement
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and inadequate performance by SOSA. Due to Algonquin Gas
Transmission's non-payment of invoiced amounts, SOSA was unable
to pay certain of its subcontractors employed to work on the pipeline,
two of which, Bisso Marine Company and Torch Offshore Inc,, filed
lawsuits against SOSA in Louisiana state courts for non-payment of
amounts invoiced. These same subcontractors claimed liens over the
pipeline, which liens are the subject of proceedings commenced by
them against SOSA and Algonquin Gas Transmission in
Massachusetts state court.

SOSA’s dispute with Algonquin Gas Transmission was referred to
mediation in late January 2004, at which the parties reached a “settle-
ment in principle” whereby (i) Algonquin Gas Transmission agreed to
pay SOSA $37 million in full and final settlement of SOSA’s claims
and (ii) SOSA agreed to withdraw the arbitration proceedings and use
its best efforts to secure the release of the above-mentioned subcon-
tractor liens in full andfinal settlement of Algonquin Gas
Transmission’s counterclaims. A definitive settlement agreement was
executed on February 26, 2004 reflecting the terms of the “settlement
in principle” and Algonquin Gas Transmission paid the settlement
amount to SOSA. The value of the settlement is consistent with the
receivable of $37 million recorded by SOSA as of November 30, 2003.
SOSA has also reached agreements in principle with Bisso Marine
Company and Torch Offshore Inc. to settle the related subcontractor
litigation.

West African Contract

In connection with a major West African contract, SOSA received

a letter dated December 12, 2003 from the customer notifying SOSA
ofa pbtential claim for an unspecified amount of liquidated damages.
The claim relates to delays in completion of certain

milestones. SOSA believes that the customer does not have a valid
case for liquidated damages, and on that basis has not recorded

a provision.

Other

In addition, in the course of its business, SOSA becomes involved in
contract disputes from time to time due to the nature of its activities
as a contracting business involved in several long-term projects at any
given time. SOSA makes provisions to cover the expected risk of loss
to the extent that negative outcomes are likely and reliable estimates
can be made. However, the final outcomes of these contract disputes
are subject to uncertainties as to whether or not they develop into a
formal legal action and therefore the resulting liabilities may exceed
the liability SOSA may anticipate.

Furthermore, SOSA is involved in legal proceedings from time to time
incidental to the ordinary conduct of its business. Litigation is subject
to many uncertainties, and the outcome of individual matters is not
predictable with assurance. It is reasonably possible that the final res-
olution of any litigation could require SOSA to make additional
expenditures in excess of reserves that it may establish. In the ordi-
nary course of business, various claims, suits and complaints have
been filed against SOSA in addition to the one specifically referred to
above. Although the final resolution of any such other matters could
have a material effect on the Company’s operating results for a partic-
ular reporting period, the Company believes that these matters will

- not materially affect its consolidated financial position.

SSF »

Several companies in the Stolt Sea Farm group and almost 45 compa-
nies in the aquaculture industry, as well as processing companies,
seafood distributors and grocery retailers, were served with a Notice
of Violation, by the Attorney General, State of California, on January
30, 2004. The alleged violation is for sale of salmon without warning
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labels regarding polychlorinated biphenyl (“PCB”} content. This is a
so-called "Proposition 65" proceéding under Californian Law.

The outcome of this action is uncertain, and this could end with
decree by the court that salmon as merchandise has to carry certain
labels indicating the PCB content. It is also possible that the compa-
nies subject to this proceeding become liable for a monetary fine.

In April 2003, two lawsuits were filed against Stolt Sea Farm pertain-
ing to its operations in the Broughton Archipelago, British Columbia.
Both actions were brought in the name of aboriginal organizations.
The lawsuit filed in the Federal Court of Canada seeks to set aside the
decision of the Minister of Fisheries and Oceans to permit the reloca-
tion of an aquaculture site from Eden Island to Humphrey Rock. The
other, filed in the Supreme Court of British Columbia, seeks damages
and other relief arising from the stocking of aquaculture facilities in
territory claimed to be subject to aboriginal title of the plaintiffs. In
this action, the plaintiffs have given notice of an intention to apply for
an interlocutory injunction to restrain the continuance of aquaculture
operations pending resolution of the dispute. The federal and provin-
cial governments and Heritage Salmon Ltd. are co-defendants in the
suit along with Stolt Sea Farm. Both actions are being vigorously
defended by all named defendants, and the Company has not made

any provision for any liability related to these actions in the accompa- -

nying consolidated financial statements.

General
The Company expenses legal costs as incurred.

The ultimate outcome of governmental and third party legal proceed-
ings, as described above, are inherently difficult to predict. It is rea-
sonably possible that actual expenses and liabilities could be incurred
in connection with both asserted and unasserted claims in a range of
amounts that cannot reasonably be estimated. It is possible that such
expenses and liabilities could have a material adverse affect on the
Company’s consolidated financial statements.

The Company is a party to various other legal proceedings arising in
the ordinary course of business. The Company believes that none of
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the matters covered by such legal proceedings, except as disclosed
herein, will have a material adverse effect on the Company’s business,
results of operations, or financial condmon other than as disclosed
specifically herein.

The Company’s operations are affected by U.S. and foreign environ-
mental protection laws and regulations. Compliance with such laws
and regulations entails considerable expense, including ship modifica-
tions and changes in operating procedures.

21. Minority Interest

The minority interest in the consolidated balance sheets and consoli-
dated statements of operations of the Company primarily reflects the
minority interest in SOSA. The Company’s economic ownership in
SOSA increased from 53% as of November 30, 2001 to 63.5% in the
year ended November 30, 2002, and remained at 63.5% in the year
ended November 30, 2003. Minority interest in SOSA amounted to
$39.1 million and $191.7 million as of November 30, 2003 and 2002,
respectively, of the total amount included in the consolidated balance
sheet of $52.4 million and $203.1 million as of November 30, 2003
and 2002, respectively. The remaining amounts of minority interest
primarily represent the SOSA portion of minority partners’ interest of
33.3% in Alto Mar Girassol and 37% in Paragon Engmeermg
Holdings Inc.

22, Pension and Benefit Plans

Certain of the U.S. and non-U.S. subsidiaries of the Company have
non-contributory pension plans covering substantially all of their
shore-based employees. The most significant plans are defined benefit
plans. Benefits are based on each participant’s length of service and
compensation.

SNTG provides pension benefits to ship officers employed by SNTG.
Group single premium retirement contracts were purchased whereby
all accrued pension liability through June 30, 1986 was fully funded. It
is SNTG's intention to fund its liability under this plan and it is con-
sidering various investment alternatives to do this.

Net periodic benefit costs for the Company’s defined benefit retirement plans (including a retirement arrangement for one of the Company’s dxrec-
tors) and other post-retirement benefit plans for the years ended November 30, 2003, 2002, and 2001, consist of the following:

For the years ended November 30,

(in thousands)

2003 2002 2001 2003 2002 2001

Pension Benefits _ Other Post-retirement Benefits

Components of Net Periodic Benefit Cost:

Service cost

Interest cost

Expected return on plan assets

Amortization of unrecognized net transition hablhty
Amortization of prior service cost

Recognized net actuarial loss (gain)

Gain recognized due to curtailment

Net periodic benefit cost

$ 6,988 $ 4,957 $ 4,759 $ 381 $223 $249
9,092 8,675 7,758 833 - 626 488
(6,814) (7,186) (5,593) - - -~
223 563 695 122 . 127 178
(19) (209) 452 10 10 14
1,655 132 237 154 - (98)
- 10 (156) - - -
$11,125 $ 6,942 $ 8,152 $1,500 $ 986 $ 831

U.S. based employees retiring from SNTG after attaining age 55 with at least ten years of service with SNTG are eligible to receive post-retirement health
care coverage for themselves and their eligible dependents. These benefits are subject to deductibles, co-payment provisions, and other limitations. SNTG

reserves the right to change or terminate the benefits at any time.
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The following tables set forth the change in benefit obligations for the Company’s defined retirement plans and other post-retiremen% plans and the
change in plan assets for the defined benefit retirement plans. There are no plan assets associated with the other post-retirement plans.

For the years ended November 30,

2003 2002 2003 2002

(in thousands) - : Pension Benefits Other Post-retirement Benefits
Change in Benefit Obligation: '
Benefit obligations at beginning of year $137,305 $122,219 $ 11,254 $ 7,110
Service cost : . 6,988 4,957 381 223
Interest cost : 9,092 . 8,675 - 833 626
Benefits paid : (4,534) (5,015) (391) (605)
Plan participant contributions 379 66 - -
Acquisitions/divestitures - (1,198) - s (508)
Foreign exchange rate changes 5,366 4,164 - -
Plan amendments 845 63 - -
Curtailments and settlements 771 784 - -
Actuarial (gains) and losses 13,560 ©2,590 2,825 . 4,408
Benefits obligation at end of year : $169,772 $137,305 $ 14,902 $ 11,254
For the years ended November 30,

) A 2003 2002
(in thousands) ) ) . Pension Benefits
Change in Plan Assets:
Fair value of plan assets at beginning of year $ 85,331 $ 75,898
Actual return on plan assets . 9,931 (1,492)
Company contributions 18,559 11,287
Plan participant contributions - : 514 496
Foreign exchange rate changes (1,113) 3,546
Curtailments and settlements ’ - 264
Benefits paid (4,377) - (4,902)
Acquisitions/divestitures - 182
Plan amendments _ ’ ' - 52
Fair value of plan assets at end of year $108,845 $ 85,331

Amounts recognized in the Company’s consolidated balance sheets consist of the following:

As of November 30,

2003 2002 2003 2002
(in thousands) Pension Benefits Other Post-retirement Benefits
Funded status of the plan ‘ $ (60,927) $(51,974) $(14,902) $(11,254)
Unrecognized net actuarial loss (gain) 44,897 30,812 4,731 2,019
Unrecognized prior service cost 1,871 1,566 -9 19
Unrecognized net transition liability (21) 20 1,098 - L,220
Measurement date to year-end 681 20 40 81
Net amount recognized & $ (13,499) $(19,556) $ (9,024) $ (7,915)
Prepaid benefit cost $ 22,246 $ 1,191 $ - $ -
Accrued benefit liability ’ (48,322) (39,657) ‘ (9,024) (7,915)
Intangible asset . : 1,494 3,441 - -
Accumulated other comprehensive loss, including :
SOSA minority interest portion 11,083 15,469 - -
Net amount recognized $ (13,499) $(19,556) $ (9,024) $ (7,915)
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As of Novemnber 30,

2003 2002 2001 2003 2002 2001
(in thousands) Pension Benefits Other Post-retirement Benefits
‘Weighted-Average Assumptions
Discount rate 5.94% 6.50% 7.06% 6.00% 6.75% 7.50%
Expected long-term rate of return on assets 5.54% 7.54% 8.89% . =% —% %
Rate of increase in compensation levels 5.55% 3.85% 4.08% 4.00% 4.50% 5.00%

The projected benefit obligation, accumulated benefit obligation, and
fair value of plan assets of pension plans with accumulated benefit
obligations in excess of plan assets were $155.6 million, $137.4 mil-
lion, and $96.9 million, respectively, as of Novernber 30, 2003 and
$118.2 million, $107.5 million, and $66.8 million respectively, as of
November 30, 2002.

Health care cost trends assume an 11.5% annual rate of increase in
the per capita cost of covered health care benefits for 2004, grading
down gradually each year, reaching an ultimate rate of 5.0% in 2013
and remaining at that level thereafter. The effect of a 1% change in
these assumed cost trends on the accumulated post-retirement benefit
obligation at the end of 2003 would be an approximate $0.5 million
increase or an approximate $0.6 million decrease and the effect on the
aggregate of the service cost and interest cost of the net periodic bene-
fit cost for 2003 would be an approximate $0.1 million increase or an
approximate $0.1 million decrease.

The Company also provides defined contribution plans to certain of
its qualifying employees. Company contributions charged to expense
for these plans were $6.6 million, $6.7 million and $3.6 million in
2003, 2002 and 2001, respectively.

23. Capital Stock, Founder’s Shares

and Dividends Declared
The Company’s authorized share capital consists of 120,000,000
Common shares, no par value, and 30,000,000 Founder’s shares, no

- par value. Under the Luxembourg Company law, Founder’s shares are

not considered as representing capital of the Company. -

In addition to the authorized Common shares and Founder’s shares
of the Company set forth above, an additional 1,500,000 Class B
shares, no par value, have been authorized for the sole purpose of the
issuance of options granted under the Company’s existing stock
option plans, and may not be used for any other purpose. The rights,
preferences and priorities of such Class B shares are set forth in the
Articles of Incorporation. All such Class B shares convert to Common
shares immediately upon issuance. Such authorized Class B shares
and all of the rights relating thereto shall expire, without further
action, on December 31, 2009. -

Except for matters where applicable law requires the approval of both
classes of shares voting as separate classes, Common shares and
Founder’s shares vote as a single class on all matters submitted to 2
vote of the shareholders, with each share entitled to one vote.

Under the Articles of Incorporation, holders of Common shares

and Founder’s shares participate in annual dividends, if any are
declared by the Company, in the following order of priority: (i)
$0.005 per share to Founder’s shares and Common shares equally;
and (ji) thereafter, all further amounts are payable to Common shares
only. Furthermore, the Articles also set forth the priorities to be
applied to each of the Common and Founder’s shares in the event of
a liquidation. ‘

%4

Under the Articles, in the event of a liquidation, all debts and obliga- -
tions of the Company must first be paid and thereafter all remaining
assets of the Company are paid to the holders of Common shares and
Founder’s shares in the following order of priority: (i) Common
shares ratably to the extent of the stated value thereof (i.e. $1.00 per
share); (ii) Common shares and Founder’s shares participate equally
up to $0.05 per share; and (iii) thereafter, Common shares are entitled
to all remaining assets.

The Company’s share reclassification was approved at an extraordi-
nary general meeting of shareholders on March 6, 2001 and became
effective on March 7, 2001. The objective of the reclassification was to
create a simplified and more transparent share capital structure that
gives all shareholders a vote on all matters, and results in only one
class of publicly traded shares. The reclassification converted the
Company’s outstanding non-voting Class B shares to Common shares
on a one-for-one basis. The existing class of Founder’s shares remain
outstanding and continue to constitute 20% of the issued voting
shares (Common and Founder’s shares) of the Company. The holders
of the Founder’s shares agreed to relinquish certain special voting
rights formerly enjoyed by the Founder’s shares including, for exam-
ple, a separate class vote for merger transactions. The Founder’s shares
have only nominal economic rights and are not considered part of the
share capital of the Company. ~ ‘

The Common shares are listed in Norway on the Oslo Bors
and trade as ADRs in the United States on NASDAQ.

After shareholders’ approval of the reclassification, SNSA had 54.9
million outstanding Common shares (which exclude 7.7 million
Treasury Common shares). SNSA also had 13.7 million outstanding
Founder's shares (which exclude 1.9 million Treasury Founder’s
shares). The share reclassification did not change the underlying eco-
nomic interests of existing shareholders. The accompanying financial
statements and all information in the notes thereto have been restated
to give retroactive impact to the share reclassification. '

In January 2004, SNSA sold the 7.7 million Treasury Common shares

- in a private placement to non-affiliated institutional investors. The

aggregate gross proceeds before expenses of $3 million amounted to
$104 million, or approximately $13.50 per share. Upon completion of
the issuance, SNSA had 62.6 million outstanding Common shares.

As of November 30, 2003, 13,737,346 Founder’s shares had been
issued to Mr. Jacob Stolt-Nielsen. Additional Founder’s shares are
issuable to holders of outstanding Founder’s shares without consider-
ation, in quantities sufficient to maintain a ratio of Common shares
to Founder’s shares of 4 to 1. Pursuant to Luxembourg law, Founder’s
shares are not considered to represent capital of SNSA. Accordingly,
no stated values for these shares are included in the accompanying
consolidated balance sheets. ‘

S
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Dividends are recognized in the accompanying financial staternents
upon final approval from the Company’s shareholders or, in the case
of interim dividends, as paid. No interim or final dividends for 2003
have been approved for payment by the Board of Directors. See Note -
25, “Restrictions on Payment of Dividends” for further discussion.

Luxembourg law requires that 5% of the Company’s unconsolidated
net profits each year be allocated to a legal reserve before declaration
of dividends. This requirement continues until the reserve is 10% of
the stated capital of the Company, as represented by Common Shares,
after which no further allocations are required until further issuance
of shares.

The legal reserve may also be satisfied by allocation of the required
amount at the issuance of shares or by a transfer from paid-in sur-
plus. The legal reserve is not available for dividends. The legal reserve
for all outstanding Common shares has been satisfied and appropriate
allocations are made to the legal reserve account at the time of each
issuance of new shares.

2003 "annual repoort

24. Stock Option Plan :

The Company has a 1987 Stock Option Plan {(the “1987 Plan”) cover-’
ing 2,660,000 Common shares and a 1997 Stock Option Plan (the
“1997 Plan”) covering 5,180,000 Common shares. No further grants
will be issued under the 1987 Plan, Options granted under the 1987
Plan, and those which have been or may be granted under the 1997
Plan are exercisable for periods of up to ten years. The 1987 Plan and
the 1997 Plan are administered by a Compensation Committee
appointed by the Company’s Board -of Directors. The Compensation
Committee awards options based on the grantee’s position in the
Company, degree of responsibility, seniority, contribution to the
Company and such other factors as it deems relevant under the cir-
cumstances.

All Class B shares issued in connection with the exercise of options
will immediately convert to Common shares upon issuance in accor-
dance with the Company’s share reclassification.

Options granted under both Plans may be exercisable for periods of
up to ten years at an exercise price not less than the fair market value
per share at the date of the grant. Options vest 25% on the first
anniversary of the grant date, with an additional 25% vesting on each
subsequent anniversary.

The following table reflects activity under the Plans for the years ended November 30, 2003, 2002 and 2001:

For the years ended November 30,

$ -

2003 2002 2001

Weighted Weighted Weighted

average average average

exercise - exercise” exercise

Common Share options Shares price Shares price Shares price
Outstanding at beginning of year 1,691,838 $15.46 1,128,438~ $1672 1,189,663 $16.63
Granted : 698,940 5.90- 605,400 13.10 ) - -
Exercised - - (6,475) 9.29 (41,425) 13.32
Canceled (100,515) 11.51 (35,525) . 16.19 (19,800) . 18.88
QOutstanding at end of year 2,290,263 $12.72 1,691,838 $15.46 1,128,438 $16.72
Exercisable at end of year 1,157,413 $16.67 1,102,488 $16.72 1,034,288 $16.41
Weighted average fair value of options granted $ 2.43 $ 5.76 $ -
2003 2002 2001

Weighted Weighted Weighted

average average average

exercise _exercise exercise

Class B options Shares price - Shares price Shares price
- Outstanding at beginning of year 1,731,242 . $13.91 1,798,093 $13.89 1,311,481 $13.48
Granted . - - - - 533,600 14.78
Exercised - - (25,163) 11.25 (32,988) 1173
Canceled (58,587) 11.36 (41,688) 14.68 (14,000) 14.04
Outstanding at end of year 1,672,655 $14.03 1,731,242 $13.91 1,798,093 $13.89
Exercisable at end of year 1,313,680 $13.84 1,039,242 $13.80 736,393 $13.97
Weighted average fair value of options granted $ - § 6.40
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The fair value of each stock option grant is estimated as of the date of grant using the Black-Scholes option pricing model with the following weighted

average assumptions:

2003 2002 < 2001

Common Common . ClassB
Risk-free interest rates 3.8% 5.4% 5.0%

Expected lives (years) 6.5 6.5 6.5
Expected volatility 45.5% 43.0% 41.8%
Expected dividend yields 2.0% 1.6% 1.4%

The following table summarizes information about stock options outstanding as of November 30, 2003:

Options outstanding Options exercisable

Weighted -
average  Weighted Weighted
remaining average average
Number contractual exercise Number exercise
Range of exercise prices outstanding life (years) price exercisable price
Common Shares options: . -
$20.13-22.50 352,350 406 _ $20.14 352,350 $20.14
$16.88-19.08 377,113 2.42 18.28 377,113 18.28
$5.90-13.17 1,560,800 7.14 9.70 427,950 12.39
2,290,263 589 $12.72 1,157,413 $ 16.67
Class B options:
$19.08-22.13 117,125 - 217 $19.18 116,475 $19.17
$14.63-17.73 1,063,976 6.09 15.09 705,651 15.28
$9.88-13.17 491,554 3.77 10.50 491,554 10.50
1,672,655 5.14 $14.03 1,313,680 $13.84

25. Restrictions on Payment of Dividends

On an annual basis, Luxembourg law requires an appropriation of an
amount equal to at least 5% of SNSA’s unconsolidated net profits, if
any, to a “legal reserve” within shareholders’ equity, until such reserve
equals 10% of the issued share capital of SN'SA. This reserve is not
available for dividend distribution. SNSA’s Capital stock and
Founder’s shares have no par value. Accordingly, SNSA has assigned a
stated value per Common share of $1.00. At November 30, 2003, this
legal reserve amounted to approximately $6.3 million based on
Common shares issued on that date. Advance dividends can be
declared, up to three times in any fiscal year (at the end of the second,
third and fourth quarters), by the Board of Directors; however, they
can only be paid after the prior vear's financial statements have been
approved by SNSA’s shareholders, and after a determination as to the
adequacy of amounts available to pay such dividends has been made
by its independent statutory auditors in Luxembourg. Final dividends
are declared by the shareholders once per year at the annual general

- meeting; both advance and final dividends can be paid out of any

SNSA earnings, retained or current, as well as paid-in surplus, subject
to shareholder approval. Luxembourg law also limits the payment of
stock dividends to the extent sufficient surplus exists to provide for
the related increase in stated capital. '

The Company’s loan agreements provide for cumulative limitations
on certain payments including dividend payments, share repurchases,
and investments and advances to non-consolidated joint ventures and
other entities. Based on such limitation, the Company is currently
unable to pay any dividends, repurchase shares or make investments
in or advances to joint ventures or other entities.

26. Financial Instruments

The Company adopted SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended, as of December 1,
2000, and has identified and designated all derivatives within the
scope of SFAS No. 133, as amended by SFAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities.”

This Statement established accounting and reporiing standards in the
U.S. requiring that every derivative instrument (including certain
derivative instruments embedded in other contracts) be recorded in
the balance sheet as either an asset or liability measured at its fair
value. The Statement requires that changes in the derivative’s fair
value be recognized currently in earnings unless specific hedge
accounting criteria are met. Special accounting for qualifying hedges
allows a derivative’s gains and losses to offset related results on the
hedged item in the statement of operations, and requires that a com-
pany must formally document, designate, and assess the effectiveness
of transactions that receive hedge accounting.
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All of the Company’s derivative activities are over the counter instru-
ments entered into with major financial institutions for hedging the
Company’s committed exposures or firm commitments with major
financial credit institutions. The Company holds foreign exchange
forward contracts, and commodity and interest rate swaps, which
subject the Company to a minimum level of risk. The Company does
not consider that it has a material exposure to credit risk from third
parties failing to perform according to the terms of hedge instru-
ments.

The following foreign exchange contracts, maturing through
November 2004, were outstanding as of November 30, 2003:

(iri local currency, thousands) Purchase Sale
Singapore dollars 32,042 928
Norwegian kroner ‘ 24,852 5,217
British pounds sterling 18,380 -
Australian dollars - 450 -
Japanese yen - ) - 1,011,952

Euro _ ' - 8,558

The U.S. dollar equivalent of the currencies which the Company had
contracted to purchase was $54.2 million, and to sell was $20.8
million, as of November 30, 2003.

The Company utilizes foreign currency derivatives to hedge commit-
ted and forecasted cash flow exposures. Substantially all of these con-
tracts have been designated as cash flow hedges. The Company has
elected non-hedge accounting treatment for the remaining contracts,
which are immaterial. Hedges are evaluated for effectiveness and
found to be effective. Forecasted cash flow hedge gains and losses are
not recognized in income until maturity of the contract. Gains and
losses of hedges of committed commercial transactions are recorded
as a foreign exchange gain or loss. '

The Company utilizes foreign currency swap contracts to hedge for-
eign currency debt into U.S. dollars. The Company also entered into
an interest rate swap agreement to reduce some of the risk associated
with variable rate debt by swapping to fixed rate debt. In addition, the
Company entered into oil futures contracts to hedge a portion of its
future bunker purchases. These derivatives have been designated as
cash flow hedges in accordance with SFAS No. 133.

During the next twelve months, the Company estimates that $21.3
million of the net unrealized cash flow hedges from future commer-
cial operating commitments will mature.

The following estimated fair value amounts of the Company’s finan-

cial instruments have been determined by the Company, using appro-
priate market information and valuation methodologies. Considerable
judgment is required-to develop these estimates of fair value, thus the

- estimates provided herein are not necessarily indicative of the amounts

that could be realized in a current market exchange:

200 3 annual repoor ¢t

As of November 30,
2003 2003 2002 2002
Carrying = Fair Carrying Fair
(in millions) amount value amount value

Financial Assets:

Cash and cash
equivalents $ 150.0 $ 1500 $ 229 §$ 229
Restricted cash deposits 27.5 27.5 . 2.1 2.1

Financial Liabilities:

Short-term bank loans 479.4 479.4 332.0 332.0

Long-term debt including :

current maturities,

and related currency : ,

and interest rate swaps  1,217.5 1,224.7  1,326.0  1,299.7
Financial Instruments:

Foreign exchange

forward contracts 2.7 2.7 28.1 28.1
Interest rate swaps (3.1) (3.1) - -~
Bunker hedge contracts 1.3 1.3 - -

The carrying amount of cash and cash equivalents, restricted cash
deposits and loans payable to banks are a reasonable estimate of their
fair value. The estimated value of the Company’s long-term debt is
based on interest rates as of November 30, 2003 and 2002, using debt
instruments of similar risk. The fair values of the Company’s foreign
exchange and bunker contracts are based on their estimated market
values as of November 30, 2003 and 2002. Also, the Company’s trade
receivables and accounts payable as reported in the consolidated bal-
ance sheets approximate their fair value. '

27. Business and Geographic Segment Information

The Company has three reportable segments from which it derives
its revenues: SNTG, SOSA, and SSE The revenues of OLL and SSL
are included in the “Corporate and Other” category, as more fully
described below. The reportable segments reflect the internal organi-
zation of the Company and are strategic businesses that offer different
products and services. The SNTG business provides worldwide logis-
tic solutions for the transportation, storage, and distribution of bulk -
liquid chemicals, edible oils, acids, and other specialty liquids.
Additional information is provided below that may contribute to a
greater understanding of the SNTG business. SOSA provides engi-
neering, flowline lay, construction, inspection, and maintenance serv-
ices to the offshore oil and gas industry. SSF produces and markets
seafood products. The “Corporate and Other” category includes cor-

- porate-related items, the minority interest in SOSA, and the results of

OLL, SSL and all other operations not reportable under the other seg-
ments.

The basis of measurement and accounting policies of the reportable
segments are the same as those described in Note 2, “Significant
Accounting Policies” The Company measures segment performance
based on net income. Inter-segment sales and transfers are not signifi-
cant and have been eliminated and are not included in the following
table. Indirect costs and assets have been apportioned within SNTG
on the basis of corresponding direct costs and assets. Interest and
income taxes are not allocated.
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Summarized financial information concerning each of the Company’s reportable segments is as follows:

")t the year ended November 30, 2003

Stolt-Nielsen Transportation Group

Segment assets

%Eﬁo%olgwe ’

Tank - Stolt Stolt Corporate
(in millions) Tankers Containers Terminals Total Offshore Sea Farm and Other Total
Operating revenue $ 762 $255 $ 64 $1,081 $1,482 $462 $ 1  $3,026
Depreciation and amortization including :
drydocking and write-off of goodwill (74) (5) (10) (89) (107) 21) (6) (223)
Equity in net (loss) income of
non-consolidated joint ventures (3) - (7) (10) - (1 - (11)
Restructuring charges (2) - - (2) (16) - - (18)
Impairment of tangible fixed assets - - - - (177) - - (177)
Write-off of goodwill . - - - - - (2) - )
Income (loss) from operations 58 19 -7 84 (380) (64) (10) (370)
Interest expense - - - (50) (28) (22) - (100)
Interest income - - - 3 3 1 - 7
Income tax (expense) benefit - - - - 1 (16) - (15)
Net income (loss) - - - 38 (418) (78) 142 (316)
Capital expenditures 11, 2 24 37 22 29 - 88
Investments in and advances to ’
non-consolidated joint ventures 47 2 45 94 43 -2 -~ 139
Goodwill ) . - 1 - 1 6 28 8 43
Other intangible assets, net - - ~ - - 29 - 2 31
Segment assets $1,397 $102 $311 $1,810 $1,243 $520 $ 6 $ 3,579
For the year ended November 30, 2002
' ’ Stolt-Nielsen Transportation Group
Tank Stolt Stolt Corporate
(in millions) Tankers Containers  Terminals Total Offshore Sea Farm and Other Total
Operating revenue $ 747 $228 $ 58 $1,033 $1,437 $436 $ 2 $2,908
Depreciation and amortization including ,
drydocking and write-off of goodwill (84) 9) -(10) (103) (218) - (25) (%) (355)
Equity in net (loss) income of
non-consolidated joint ventures 4 ~ 5 -9 5 - - 14
Restructuring charges (10) - - (10) - - - (10)
Write-off of goodwill - (3) - - 3) (106) (8) 1) (118)
Income (Loss) from operations 83 19 19 121 (124) (28) (18} (49)
Interest expense - ' - - (58) (19) (19) - (96)
Interest income - - - 1 1 1 - 3
Income tax expense - ~ - 9 (8) (1) - (18)
Net income (loss) - - - 56 (152) (45) 38 (103)
Capital expenditures 17 3 19 39 55 - 29 - 123
‘Investments in and advances to
non-consolidated joint ventures 45 1 53 99 29 3 - 131
Goodwill, net : - 1 - 1 6 30 7 44
Other intangible assets, net - - - - 5 35 . 2 42
) $1,436 $118 3274 $1,828 $1,459 $495 $ 5 $3,787
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For the year ended November 30, 2001
Stolt-Nielsen Transportation Group
Tank Stolt Stolt Corporate
(in millions) Tankers Containers  Terminals Total Offshore Sea Farm and Other Total
Operating revenue $ 818 3214 $ 79 §i,111 $ 1,256 $374 $ 1 $2,742
" Depreciation and amortization including '

drydocking (96) @ (1) (114) (108) (13) (4) (239)
Equity in net (loss) income of

non-consolidated joint ventures (2) - 2 - 12 1 - 13
Write-off of Comex trade name - - - - (8) - -, (8)
Income from operations 97 18 36 . 151 36 - (24) 163
Interest expense - - - 77 (29) (13) - (119)
Interest income - - - 2 2 1 - 5
Income tax expense - - - (6) 21 (1) - (28)
Net income (loss) - - - 70 (14) (14) (18) 24
Capital expenditures 43 9 58 110 63 26 4 203
Investments in and advances to )

non-consolidated joint ventures 40 1 50 91 36 3 - 130
Goodwill, net - 1 - 1 122 36 . 28 187
Other intangible assets, net - - - - - 34 1 35
Segment assets $1,574 $151 . $264 $1,989 $1,560 - $414 $ 9 $3,972
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The following table sets out operating revenue by country for the
Company’s reportable segments. SNTG operating revenue is allocated
on the basis of the country in which the cargo is loaded.. Tankers and
Tank Containers operate in a significant number of countries.
Revenues from specific foreign countries which contribute over 10%
of total operating revenue are disclosed separately. SSF operating rev-
enue is allocated on the basis of the country in which the sale is gen-
erated. SOSA operating revenue is primarily allocated based on the
geographic distribution of its activities, along with a Corporate cate-
gory that includes all activities that serve more than one geographic
region. )

For the years ended November 30,

(in millions) 2003 2002 2001

Operating Revenue: ‘
Stolt-Nielsen Transportation Group —

Tankers:
United States $ 237 § 248 § 245
South America - s g0 70 74
Netherlands 43 39 48
Other Europe 145 116 135
Malaysia . ) 71 68 68
Other Asia 78 109 148
Middle East 44 35 36
Africa 54 51 40

Other ' 30 11 24
‘ $ 762 § 747 S 818

Stolt-Nielsen Transportation Group —

Tank Containers:
United States ) $ 8 $§ 72 3§ 68
South America ‘ 8" 9 9
France 23 22 22
Other Europe . 65 63 54
Japan . 15 14 12
Other Asia 50 39 38
Other 10 9 11

$ 255 $§ 228 § 214

Stolt-Nielsen Transportation Group —

Terminals:
United States $ 55 § 49 § 71
Brazil 9 9 8
$ 64 $ 58 § 79
- Stolt Offshore: : :

Asia Middle East (AME) $ 27§ 26 % 39
North America v

and Mexico (NAMEX) 201 190 277
Northern Europe

and Canada (NEC) 387 336 326
Africa and ) ‘

Mediterranean (AFMED) 674 703 . 520
South America (SAM) 56 52 50
Corporate 137 130 44

51,482 $1,437 $1,256°
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For the years ended November 30,

(in millions) 2003 2002 2001

Stolt Sea Farm: .
United States ' $125 $ 97 % 99
Canada _ 3 12 18
Chile 15 8 7
United Kingdom 18 17 . 19
Norway 25 .14 19
Spain 18 15 14
France 8 7 10
Belgium ' 10 8 9
Other Europe 23 19 20
Japan 144 184 138
Singapore 25 20 8
Taiwan 12 12 9
Other Asia 36 21 3
Other - 2 1

$462 $ 436 $374

During the year ended November 30, 2003, three customers of SOSA
accounted for more than 10% of the Company’s revenue. The revenue
from SOSA's three largest customers was $651.0 million and was
attributable to the AFMED, NEC, NAMEX and AME regions.

The following table sets out long-lived assets by country for the _
Company’s reportable segments. For SNTG, long-lived assets by coun-
try are only reportable for the Terminals operations. SNTG’s Tanker
and Tank Container operations operate on a worldwide basis and are
not restricted to specific locations. Accordingly, it is not possible to
allocate the assets of these operations to specific countries. The total
net book value of long-lived assets for Tankers amounted to $1,156
million and $1,249 million, and for Tank Containers amounted to $53
million and $56 million, at November 30, 2003 and 2002, respectively.
A large proportion of SOSA long-term assets are mobile assets that
are utilized globally, and therefore cannot be directly attributed to any
one geographical region. These long-term assets are represented as
Corporate in the SOSA table below.

As of November 30,
(in millions) 2003 2002

Long-Lived Assets:
Stolt-Nielsen Transportation Group—

Terminals: ‘

United States _ $174  $158
Brazil : 37 37
Singapore/China 24 34
Korea : 17 17
Others 4 4

| $256__ $250

Stolt Offshore: ‘

Asia Middle East (AME) $ 15 $ 12
North America and Mexico (NAMEX) 41 66
Northern Europe and Canada (NEC) 25 26
Africa and Mediterranean (AFMED) 238 313
South America (SAM) . 60 69
Corporate 212 364
$591 $850
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As of November 30,
(in millions) © 2003 2002
Stolt Sea Farm:
United States ' % 9 $ 10
Canada . 27 26
Chile 19 20
United Kingdom 6 7
Norway 28 28
. Spain 18 10
Other : : ' 10 6

$117 $107

Long-lived assets include fixed assets, investments in non-consolidat-
ed joint ventures and certain other non-current assets, mainly the
unamortized portion of capitalized drydock costs. Long-lived. assets
exclude long-term restricted cash deposits, long-term deferred tax

" asséts, long-term pension assets, goodwill, and intangibles.

28. Subsequent Events

SOSA has been informed by the U.S. Securities and Exchange
Commission (SEC) that it is conducting an informal inquiry into
SOSA's revenue recognition policies and practices with respect to

. claims and variation orders. The SEC has requested that SOSA volun-

tarily produce information and documents in response to the inquiry
and SOSA is cooperating fully with the SEC.

On December 18, 2003, an agreement was reached with the SOSA
customer on the Offshore Gas Gathering System (“OGGS”) project in
Nigeria. The parties agreed that this agreement would cover all claims
of whatever nature, whether formally made or not, and all facts and
circumstances as at November 30, 2003 which may give rise to any
claims whatsoever under the OGGS project contract. In addition, it

was agreed that SOSA would perform the outstanding work as stipu- -

lated under the contract. SOSA has received a total of $43.8 million in
cash and expects to receive a further $1.2 million in the third quarter
of 2004. The impact of this settlement was accounted for as a receiv-
able in 2003.

On December 31, 2003, the SOSA pipelay ship Polaris dropped a
pipeline which it was laying for the Bonga project in Nigeria. No
accounting provision has been made for any resulting losses, which
will depend on the insurance reimbursement through the customer’s
“Builder’s all risk policy” SOSA management believes that it will suc-
cessfully obtain reimbursement (estimated at up to $20 million)
under the customer’s policy. There will be an additional loss of poten-
tial income of up to $5 million as a result of non-achievement of
milestone bonuses, none of which had yet been recorded as income.
The Bonga project was 71% complete as at Novernber 30, 2003, with
an estimated revenue at completion of $249.5 million. This is a loss
making contract, and therefore the full forecast loss at completion is
accrued in SOSA’s result for 2003.

On January 26, 2004, the Company sold 7.7 million Common shares,
with an aggregate gross value of $104 million to non-affiliated
investors. The Common shares, which were held in treésury, were
priced at 92.75 Norwegian Kroner per share, or approximately $13.50
per share.
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On January 28, 2004, SOSA reached agreément with Burullus Gas
Company of Egypt for the settlement of unagreed variation orders on
the Burullus project. The impact of this settlement have been includ-
ed in the results for 2003. Substantially all of the proceeds from the
settlement have been received in cash, and were included in receiv-
ables as of November 30, 2003. The settlement includes notice of final
acceptance for all work except for the obligation on SOSA to complete
repairs to the 24 inch export pipeline for an additional agreed con-

‘tracted sum.

On February 12, 2004, SOSA and certain of its subsidiaries entered
into a New Bonding Facility with certain financial institutions for the
issuance of bank guarantees of up to $100 million. The issuance of
bank guarantees under this New Bonding Facility is subject to a num-
ber of conditions, and is available to SOSA for a period of 18 months.

‘On February 18, 2004, SOSA announced the award of the Greater

Plutonio contract. The contract was awarded by British Petroleum
(BP) to a consortium SOSA formed with Technip. The total value of
the contract was $730 million, of which SOSA’s share is approximately
$550 million. The Greater Plutonio project involves the engineering,
procurement, fabrication, and installation:of umbilicals, risers and
flowlines for the development offshore in Angola (AFMED region).
Many of the construction activities will take place at depths of 1,200
to 1,500 meters. SOSA expects that activities on this project will con-
tinue through 2007. '

On February 20, 2004, SOSA and its Sonastolt joint venture sold to
Oceaneering International Inc. their ROV Drill Support Business,
consisting of a fleet of 44 ROVs and certain ancillary equipment,
together with related contracts and employees, for approximately $48
million. The sale resulted in a gain of $5.5 million to SOSA, and was
recorded in the first quarter of 2004. The sale realized approximately
$28 million in cash to SOSA after eliminating the joint venture part-
ners' interests and transaction costs. Further cash was received from
the joint venture in the form of dividends and loan repayments.

As of November 30, 2003, and through January 31, 2004, the
Company held a 63.5% economic interest and 69.2% voting interest
in SOSA, resulting in full consolidation of SOSA's financial statements
in the Company's consolidated balance sheet and statement of opera-
tions with recognition of the minority interest in SOSA in each state-
ment. On February 13, 2004, a private placement of 45.5 million new
SOSA Common shares was offered to European investors not affiliat-
ed with the Company at a subscription price of $2.20 per share,
resulting in cash proceeds of approximately $100 million, prior to
expenses, to SOSA. In addition, all 34 million SOSA Class B shares
owned by the Company were converted to 17 million new SOSA
Common shares. On February 19, 2004, the Company sold 2 million
of its préviously directly owned SOSA Common shares in a private
placement transaction to an unaffiliated third party. The shares were
sold at the then current market price of 24 Norwegian Kroner per
share with proceeds of $6.7 million received on February 25, 2004.
The above transactions reduced the Company's economic and voting
interest in SOSA to 41.1% as of February 29, 2004 (the end of the fis-
cal first quarter), resulting in the deconsclidation of SOSA as of mid-
February 2004. The equity method of accounting for the remaining
SNSA investment in SOSA has been applied subsequent to deconsoli-
dation.
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On March 30, 2004, the Company entered into a five-year $130 mil-
lion revolving credit facility arranged by a consortium led by
Deutsche Bank AG. The facility was initially used toward repayment -
of an existing revolving credit facility led by DnB NOR, which was
originally due on November 26, 2003, and was extended by agreement
with the banking group. The interest rate paid on the facility ranges
from a rate of LIBOR+1.5% to LIBOR+1.9%, based on the
Company's Consolidated Debt to Consolidated EBITDA ratio.

On April 20, 2004, the Company completed a previously announced
debt for equity swap, under which SNTG subscribed for.an additional
22,727,272 Common shares of SOSA, in consideration for the cancel-
lation of $50 million of subordinated loans to SOSA. .

29. Note Holders Settlement

On February 20, 2004, the waiver agreement with respect to the
Company’s Senior Notes was terminated. Representatives of the
Senior Note holders informed the Company that the Senior Note
holders believed that upon termination of the waiver agreement and
the deconsolidation of SOSA, SNTG Ltd. (Liberia) was in breach of
each of its: (i) leverage covenant; (ii) limitations on dividends and
stock purchases; (iii} limitations on consolidations and mergers and
sales of assets; and (iv) guarantees under the Senior Note agreements.
The representatives did not provide specific details in support of such

. allegations. The Company informed the representatives of the Senior

Note holders that it disagreed with these assertions. On June 16, 2004,
the Company resolved the dispute with its Senior Note holders
regarding the asserted defaults under the Senior Notes and entered
into an agreement to amend the Senior Notes (the “Amendment
Agreement”). Pursuant to the Amendment Agreement, a permanent
waiver was granted by the Senior Note holders in respect of the
defaults they asserted.

Common Shares Trading History (Unaudited)
For the year ended November 30,
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The Amendment Agreement also provided the Company with a $50
million restricted payment basket for investments in joint ventures
and other new joint ventures (other than investments in SOSA). Of
this basket, $25 million would be available on the modification of the
Senjor Notes as contemplated in the Amendment Agreement and the
remaining $25 million would become available when the Company
makes all scheduled amortization payments due on the Senior Notes
in 2005. )
In return for the waiver granted by the Senior Note holders and the
increase in the permitted investment basket, the Company agreed to
pay an aggregate consent fee of approximately $1.3 million and addi-
tional annual fees equal to, at the time of determination, 1% of the
outstanding principal amount of the Senior Notes. In addition, the
Company has granted the Semior Note holders a security interest in its
SOSA and SSF shares and certain intercompany balances owed to the
Company by SSE.

Pursuant to the Amendment Agreement, the 1% fee will be reduced
by 50% after the 2005 amortization payments are made if the Senior
Note holders do not agree at that time to release all of the collateral
under the Senior Notes, at the Senior Note holders” option. Upon the
reduction of the principal amount of the Senior Notes to $200 million
or less, the collateral shall be released to the extent that the value of
the collateral exceeds 125% of the aggregate principal amount of the
Senior Notes, it being understood that if at any time after such release
the value of the collateral drops below 110% of the aggregate princi-
pal amount of the Senior Notes, the Company must either (i) provide
additional collateral or (ii) offer to repay an amount of Senior Notes
at par, in each case, in order that the value of the collateral will be at
least 125% of the aggregate principal amount of the Senior Notes. All
collateral shall be released and the 1% or 0.50% fee, as the case may
be, terminated if the Company receives an investment grade rating on
the Senior Notes. ) - : :

NASDAQ (U.S. dollars)

OSE (Norwegian kroner)

2003 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
High 8.98 8.20 7.87 9.33 64.50 55.00 58.00 67.00
Low . 5.20 5.72 © 6.06 7.80 39.20 42.00 41.50 54,00
' NASDAQ (U.S. dollars) OSE (Norwegian kroner)
2002 1Q 2Q 3Q 4Q ) 1Q 2Q 3Q 4Q
High 15.74 16.97 16.98 12.10 142.00 152.00 130.00 92.00
Low 12.28 14.26 11.44 6.21 ) 112.00 126.00 84.50 47,00
NASDAQ (U.S. dollars) OSE (Norwegian kroner)
2001 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
High 18.00 20.27 20.45 14.55 166.50 185.50 189.00 130.00
Low 15.75 14.94 14.45 10.50 130.00 136.00

128.00 93.00
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Stock LisTING
Common Shares — On Oslo Stock
Exchange under symbol SNI and on

- NASDAQ as an American Depositary

Shares (“ADS”) under symbol SNSA

SHARES OUTSTANDING
(as of May 31, 2004)
Common Shares — 62,848,575

COUNTRY OF INCORPORATION — Luxembourg

ANNUAL GENERAL MEETING
July 7, 2004 at 2:00 PM

Services Généraux de Gestion S.A.
23, avenue Monterey

L-2086 Luxembourg

INTERNET ADDRESS
www.stolt-nielsen.com

FINANCIAL INFORMATION

Copies of press releases, quarterly earnings
releases, annual report, and SEC Form 20-F -
are available on the internet at
www.stolt-nielsen.com or by contacting:

Valerie Lyon

Stolt-Nielsen Ltd.

Aldwych House

71-91 Aldwych

London, WC2B 4HN UK
Telephone: 44 20 7611 8904
Fax: 44 20 7611 8965
E-Mail: vlyon@stolt.com

SHAREHOLDER'INFORMATION1

INVESTOR RELATIONS AND PRESS INQUIRIES
Shareholders, securities analysts,

portfolio managers, representatives of

financial institutions, and the press

may contact:

Richard M. Lemanski
Stolt-Nielsen Inc.

" 8 Sound Shore Drive

Greenwich, CT 06836 U.S.
Telephone: 1203 625 3604

+ Fax: 1203 625 3525
E-Mail:

rlemanski@stolt.com

TRANSFER AGENT AND REGISTRAR
Common Shares — VP$

DnB NOR Bank ASA

Stranden 21

N-0250 Oslo 2 Norway

Telephone: 47 22 94 94 93

Fax: 4722481171

E-Mail: grethe.nes@dnbnor.no

DEPOSITORY BANK
Common Shares — ADRs
Citibank N.A.

ADR Department

111 Wall Street, 20th Floor
New York, NY 10005 U.S.
Telephone: 1 877 248 4237
www.citibank.com/adr

AUDITORS :

Deloitte & Touche LL

Two World Financial Center |
New York, NY 10281 U.S.

DIVIDENDS
Cash dividends are normally paid twice a year in
U.S. dollars. No interim or final dividends for 2003

“have been approved by the Board of Directors.

1% 5425




TOLT SEA FARM HOLDINGS PLC

c/o Stolt-Nielsen Ltd. ' /o Stolt Sea Farm A.S.
- Grev Wedels Plass 5

P.O. Box 370 Sentrum

WC2B 4HN UK
) 3960 Tel: 47 22 40 14 00

ax: 47 22 40 14 14

www.stoltseafarm.com

EASUPPLIER LTD.

t-Nielsen Transportation Group B.V. )
Stolt-Nielsen Inc.

Doormanweg 25, Havenno. 565 .
T Cehe o The Netherlagds % Sound Shore Drive
————

10 209 6666 Greenwich, CT 06836 U.S.

1el:1 203 625 3602
Fax: 1203 625 3921

AT Seasnpli

www.stoltoffshore.com




SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned,

thereunto duly authorized.

Date: August 3, 2004
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STOLT-NIELSEN S.A.
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Alan B. Winsor, Attorney-in-Fact
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